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ACCUMULATION AND THE PRODUCTION FUNCTION 


Tue present-day interest in capital accumulation and economic develop- 
ment has given a new lease of life to the neo-classical problem of accumula- 
tion in an economy where the labour force and the state of knowledge are 
constant, with the rate of profit falling and the real wage-rate rising as time 
goes by. 

Various recent attempts to synthesise the concept of a neo-classical pro- 
duction function with a Keynesian treatment of saving and investment have 
not been very successful. My own version, though not, I believe, erroneous, 
is clumsy and unconvincing. Mr. Kaldor ? throws away the neo-classical 
half of the problem. In his model there is a mysterious force that keeps the 
capital/output ratio constant, but if it did ever alter, on his assumptions, it 
would alter through a bias in technical progress, not through a movement 
along a production function. Mr. Little* throws away the Keynesian 
half and makes saving govern investment. The brilliance of Professor 
Solow * dazzles more than it enlightens. Professor Champernowne © asks 
us to ascend a towering structure of argument without adequate assurance 
that all the rungs are firmly fixed. Mr. Ara ® takes refuge in ‘‘ K is a 
quantity of capital’? and Mr. Swan in sets of Meccano.’ 

The difficulty of the problem arises, I think, from attempting to rig up 
assumptions to make it seem plausible that a private-enterprise economy 
would continuously accumulate, under long-period equilibrium conditions, 
with continuous full employment of a constant labour force, without any 
cyclical disturbances, in face of a continuously falling rate of profit. But 
why try to make it seem plausible, when we know that in real life nothing 
like itever happens? Let us take it simply as an exercise, and postulate that 


1 The Accumulation of Capital, Chapter 14. 

® “A Model of Economic Growth,” Economic JouRNAL, December 1957. 

* “Classical Growth,” Oxford Economic Papers, June 1957. The elegance of this article is 
marred by a supply curve of labour which is left flapping about unattached to the rest of the argu- 
ment. 

* “ A Contribution to the Theory of Economic Growth,” Quarterly Fournal of Economics, February 
1956, and “The Production Function and the Theory of Capital,” Review of Economic Studies, 
1955-6, Vol. XXIII, 2, No. 61. 

F * “Capital Accumulation and the Maintenance of Full Employment,” Economic JouRNAL, 
une 1958. 
* “‘ Capital Theory and Economic Growth,” Economic JouRNAL, September 1958. 
” “ Economic Growth and Capital Accumulation,” Economic Record, November 1956. 
No. 275.—voOL. LXIXx. FF 
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accumulation does take place in this way for no other reason than that that 
is what we choose to postulate. 


I 
The conditions which have to be fulfilled are: 


(1) There is constant employment, without excess or deficient 
demand for labour at the ruling wage rate. 

(2) The ratio of income to investment satisfies the propensity to 
consume, without undesigned saving or dis-saving. Prices and supply 
and demand for individual commodities are in competitive equilibrium. 

(3) All possible technical relations between labour, capital goods 
and output are known and do not change through time. They are 
subject to conditions of diminishing returns in the sense that a rise in 
the value of capital per man, capital goods being reckoned at constant 
prices, leads to a smaller proportionate rise in output. 

(4) Those in charge of the investment plans of firms believe with 
perfect confidence that they know all relevant future prices and wage 
rates, and, in the light of these and the technical relations, always 
choose the physical form of investment in such a way as to maximise 
their profits. (This is excessively fanciful, for they have to operate 
with a complex of profit rates, applying to each investment the rate 
appropriate to the length of life of the capital goods concerned, but it 
is part of the neo-classical equilibrium conditions that we accept for the 
sake of the exercise.) 


We take it that it is possible to measure a quantity of consumption goods 
in an unambiguous manner. All values are reckoned in terms of money 
of a constant purchasing power over consumption goods. 

In one set of technical relations and conditions governing the propensity 
to consume (thriftiness conditions for short) there is one path that the process 
of accumulation must follow. With any given value of the stock of capital 
in existence (the fruit of past accumulation) the rate of investment (in con- 
junction with the thriftiness conditions) determines the current rate of 
profit and influences expected rates, in a Keynesian manner. The complex 
of expected profit rates (in conjunction with technical relations) determines 
the form in which capital is invested (the choice of technique) and the 
amount of employment it offers, in a neo-classical manner. There is one 
set of expectations that will be compatible with continuing equilibrium. 
At any particular moment the past course of the rate of accumulation (the 
ratio of net investment to the stock of capital) has been such as to make 
the course of profits such that (being foreseen) they have caused the capital 
to be embodied in forms that offer employment to just the amount of labour 
that is available. And they must continue to be such as to fulfil this require- 
ment. 
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t The Keynesian freedom of entrepreneurs to invest as they please has not 
been sacrificed to the neo-classical conditions, but to the postulate that 
equilibrium is never ruptured. If, at any moment, the rate of investment 
rose above the level required by the prescribed path of accumulation, there 
would be a rise in the share of profits and a failure of real wages to reach the 
prescribed level. There would then be an excess demand for labour and 
an inflationary situation would develop. If the rate of investment fell below 
the prescribed level, a slump would set in. Nothing prevents this from 


; happening except the postulate that equilibrium is maintained. The 
Keynesian forces are being asked, for the sake of the exercise, to dance to a 
. neo-classical tune. 
" Granted that at any moment the rate of gross investment is such as to 
. give full employment and full-capacity working of the existing stock of 
t capital, it must be of a form which is such that full-capacity working will be 

compatible with full employment when the equipment now being built is in 
. use. The allocation between investment and consumption, and the tech- 
. niques chosen, must be such as to keep the supply of goods in equilibrium 
. with demand, and demand for labour in equilibrium with supply. If, say, 
. too much were being put into enlarging capacity in the investment sector, 
. then a scarcity of plant and inflationary profits would develop in the con- 
. sumption-good markets. Or if too capital-using a technique were being 
" installed, current gross investment would be replacing old machines by a 
. quantity of new machines which required less labour to operate, and full 

employment would become impossible. 

There is one pattern of physical investment that will preserve equilibrium, 

s and one pattern of expectations that will induce investment to take that 
y | physical form; it is just these expectations that are confidently held by the 

firms carrying out investment. The expectations being compatible with 
y equilibrium, the plans based on them will maintain equilibrium and cause 
ss the expectations to be realised. 
il Since this is true at every moment, the history of accumulation is pre- 
- | scribed and the evolution of the stock of capital through time is determined 
of | byit. At any moment there is a particular assemblage of concrete capital 
x | goods, including stocks and work in progress, that can be listed in a who’s 
Ss | who, specifying their technical properties, age and prospective life. And 
€ there is a particular pattern of prices, such that the value of the stock of 
© | capital, of the rate of investment and real income, and the division of income 
1. between wages and profits, are compatible both with the technical relations 
i¢ | and the thriftiness conditions at that moment. The who’s who and the 
€ values for all past and future dates are implicit in the situation at that 
al_ | moment, and the whole history, backwards and forwards, can be seen at 
ir any moment in it. Looking back, the value of the stock of capital dwindles 
c- | till it is vanishingly small, and the rate of accumulation indefinitely great. 


Looking forward, the value of the stock of capital is growing and the rate of 
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accumulation sinking towards zero. The stationary state appropriate to 
the given conditions is the asymptote which the system is approaching at a 
predestinate pace along its predestinate path. 

We let ourselves in for this when we accepted the neo-classical postulate 
of continuous equilibrium with full employment. 


II 


The thriftiness conditions are stated in terms of the ratio of net saving to 
net income. The provision which capitalists make for amortising invest- 
ments over the life of the capital goods concerned are not counted as net 
saving. Our second equilibrium condition, therefore, must be stated in 
terms of net investment. It is net investment that net saving has to be equal 
to. What exactly do we mean by the value of a year’s net investment, and 
how is the net investment related to the growth in the value of the capital 
stock over that year? 

We have no need to worry about any pseudo-Wicksell effects —revalua- 
tions of existing capital goods when changes occur in the rates of interest. 
The complex of interest rates for different terms correctly reflects the complex 
of prospective rates of profit. Our capitalists never make a mistake and 
are never surprised by the fall in interest rates that occurs as time goes by. 
The difference in value of a capital good made by expected changes in 
interest rates over its life is already in its price to-day, and no revaluation 
will be called for when the expected happens. 

On the other hand, we do have to take account of real Wicksell effects. 
As time goes by the real-wage rate and the complex of interest rates are 
altering. The reproduction cost (in terms of money of a constant purchasing 
power over consumption goods) of any fairly long-lived capital good is equal 
to its historic cost only by a fluke. It may be greater or smaller, according 
as the effects of higher wage rates more or less than offset the effects of 
lower interest rates. Generally a piece of equipment will not be replaced 
by a replica of itself, for during its life-time different techniques have become 
eligible, but the issue can be stated without supposing that it is. 

Let us suppose that we calculate what the latest type of equipment 
would cost on the basis of the wage rate and the relevant interest rates that 
were ruling when the equipment now being replaced was new. A physical 
quantity of the new plant that, at the old prices, would have a cost equal to 








the historic cost of the old plant may be regarded as the “‘ equivalent ” of 


the old plant. In terms of consumption goods to-day, a sum equal to the 
initial cost of the old plant may purchase more or less than its “‘ equivalent,” 


according as the effect on the cost of plant of the new type of lower interest [ 


more or less than outweighs the effect of higher wages. By this means we | 


can detect whether money of a given purchasing power over commodities 


1 Cf. Joan Robinson, ‘* The Real Wicksell Effect,” Economic JourRNAL, September 1958, 
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now has a higher or lower purchasing power over capital goods, and so 
separate out the part of the change in value of capital per head which is due 
to changes in factor prices from that which is due to the change in the 
physical quantity of capital. 

In the case where an amortisation fund equal to the historic cost of a 
plant will purchase more than its “‘ equivalent ’’ when the old one comes to 
be replaced, the additional physical capital is not counted as part of net 
investment. Itis just thrownin. It means that the physical and technical 
counterpart of a given value of capital has become bigger and better without 
any net saving having been required. On the other hand, when the cost of its 
“‘ equivalent ’’ has risen over the lifetime of the old plant the finance which 
has to be added to its amortisation fund in order to re-create an ‘‘ equiva- 
lent ’’ amount of plant is included in net investment. 

Our capitalists need not be conscious of all this. It is only necessary 
that they (and the economists observing them) follow the rule of calculating 
net profit after providing for the maintenance of the value of any finance 
invested in the past. So long as this rule has always been followed (without 
mistakes in foresight), the total value of the capital in existence to-day is 
the sum of all the net investments that have been made in the past. But it 
means that there is no simple relation between a sum of value of capital and 
any kind of index of physical capital. The relation between output per 
unit of labour and the value of capital per head is not a purely technical one. 
It combines the effects (in various proportions in different situations) of 
technical relations with the effects of differences in factor prices.® 

The neo-classicals hanker after a simple one-dimensional index of 
physical capital. Formerly they tried (as Wicksell with his grove of trees) 
to reduce physical capital to terms of a simple time-dimension. Nowadays 
the fashion is rather to try to reduce the time dimension to technical terms 
by postulating that capital goods are one-hoss shays that work with perfect 
efficiency for a technically determined time and then fall to pieces. Bigger and 
better one-hoss shays are somehow to be expressed in units of a standard shay. 
But even if a reasonably satisfactory physical unit can be devised, it is no help. 

At any particular moment, with given wage rates and prices and a given 
complex of interest rates, the technical choices open to investors can be set 
out in terms of value of capital per unit of labour, and a physical unit is not 
necessary. If we had one, we could reckon the quantity of gross investment 
in terms of it, but it would not help us to detect how much of the gross 
investment was net, for depreciation allowances are designed to maintain 
the value of capital, not its quantity in terms of any particular physical unit. 

Thus the interplay between the thriftiness conditions (which run in net 
value terms) and the technical relations (which run in gross physical terms) 


1 Cf. T. Swan, loc. cit. 


* I have been much complained of for this, like the messenger in an old play who brings bad 
news, 
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is extremely complicated. All the same, under the rules governing our 
exercise, it is perfectly determinate. At each point on the prescribed path 
there is a certain value of capital, a certain concrete stock of capital goods, a 
certain flow of physical outputs of consumption and capital goods, and 
certain levels of wages and prices. The technical and the value relation- 
ships are always fitted together to fulfil the equilibrium conditions in terms 
of which the exercise is conducted. 


III 

As accumulation goes on, the value of capital per unit of labour is 
continuously rising. How does this affect the relative share of wages and 
profits in total net income? 

To discuss this question we must specify the thriftiness conditions. Let 
us make them simple. We postulate a two-class economy in which the 
workers’ consumption is equal to their wages, while capitalists spend a lump 
sum, say 5 per annum, which is independent of income, plus a proportion 
(1-s) of what they properly regard as net profit. Then, when designed 
savings are equal to investment, net profits per annum are (6 + J)/s, where 
I is a year’s net investment. The constant, 5, is not of any importance in 
the present context (it will come in handy later); we may assume it to be 
negligibly small in relation to J. The share of profit in income then rises 
or falls in proportion to the ratio of investment to income. 

Now, as time goes by, the ratios of income and of investment to the over- 
all value of the stock of capital are changing (in general, both are falling). 
There is no presumption as to how the ratio of investment to income will 
change. 

Its behaviour at each phase of accumulation depends upon the relation 
between real wages and output per head. Generally speaking, as capital 
accumulates real-wage rates rise, and are expected to rise further; the 
degree of mechanisation of each new lot of capital goods installed (exception 
made for cranky cases) is greater than that of the last, and output per head 
is tending to rise. When the rise in real wages, over a certain period, has 
been accompanied by a more than proportionate increase in the value of 
output per head, gross profits per man employed have risen, and there must 
have been an increase in the ratio of investment to income to absorb the 
increase in savings per unit of value of output that this entails. Otherwise 
a deficiency of demand would have developed and the increase in mechani- 
sation would have thrown men out of work. Conversely, when a rise in real 
wages has been accompanied by a smaller increase in output per head, the 
ratio of investment to income must have fallen sufficiently to permit the 
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consequent increase in consumption to take place without an inflationary 


excess of demand. 
When the rise in output per head happens to be exactly proportional to 


the rise in wages associated with it, the ratio of investment to income is — 
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constant and consumption is increasing at the same rate as total net income. 
This is the case of constant relative shares. 

How does this agree with the neo-classical doctrine that the behaviour 
of relative shares depends upon the “ elasticity of substitution’? between 
labour and “‘ capital’’? It is usually far from clear what this elasticity is 
intended to mean. The neo-classicals are in a dilemma. If they state 
their doctrine in terms of an index of physical capital they find themselves 
discussing net profit per unit of physical capital, when what they need is the 
rate of profit on capital, which governs the choice of technique. On the 
other hand, if they state it in terms of the value of capital, the definition of 
the elasticity of substitution becomes circular—the elasticity is greater or less 
than unity according as the relative share of profit in income rises or falls 
when the value of capital per man increases. 

But however confusedly the doctrine is stated, it contains a substantial 
point. A situation in which a small rise in real wages causes a large switch 
to more mechanised technique is one of high substitutability of capital for 
labour, and where a great rise in real wages can occur with only a small 
rise in output per head substitution is weak.1_ The level of wages which 
affects the choice of technique is not only the level ruling when a choice is 
made. The future levels expected over the lifetime of any equipment set 
up to-day affect its prospective profitability and play a part in the choice.? 
Thus the relationship between wages and the choice of technique is immensely 
complicated at any moment and is liable to shift as time goes by. It is not 
adequately expressed by a two-dimensional elasticity. But taking it 
broadly, when the technical relations are favourable to substitution, the 
ratio of investment to income has to be rising to prevent unemployment. 
Thus, broadly speaking, easy substitutability causes the share of profits to 
rise as capital accumulates, and sticky technical relations cause the share 
of wages to rise. 

When it comes to specifying precisely the condition for relative shares 
to be constant, however, we can only say that it is such that the rise in the 
value of output per head (over the economy as a whole) which accumulation 
is bringing about is exactly proportionate to the rise in real wages that is 
consonant with the physical form that gross investment is taking. 

In short, when equilibrium conditions require constant relative shares, 
constant relative shares is what equilibrium conditions require. 


IV 


In spite of the stringent requirements of equilibrium, the course of the 
prescribed path may be very varied. 


1 In my Accumulation of Capital, Chapter 14, I rigged up assumptions to make substitutability 
zero and infinite in alternating phases. 

® In the analysis referred to in the above note I assumed very short-lived capital goods to evade 
this problem. 
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For instance, it is in general true that, as the value of capital grows, the 
ratio of income to capital falls, but this need not be the case all the time. 
When the price of ‘‘ equivalent ”’ capital goods has recently fallen sharply 
the equipment for a more mechanised technique may cost less now, per unit 
of output, than that for a less-mechanised technique did earlier (of course, 
with the prices and interest rates prevailing at any one time, the more 
mechanised technique has the higher capital cost per unit of output). 
Moreover, the capital/output ratio may vary very much between one sector 
of the economy and another, so that the change in the overall ratio depends 
upon the allocation of investment between sectors. 

Again, the rate of accumulation (the ratio of net investment to value of 
capital) is in general decelerating, but it is not impossible that it might speed 
up for atime. At a particular stage it might become appropriate to invest 
in productive capacity for investment to such an extent that the productive 
capacity for consumption goods actually declines—re-investment of amorti- 
sation funds syphons capital from one sector to the other. The share of 
profit must then rise so much that real wages actually fall. The current 
rate of profit on capital rises. 

For the moment less-mechanised techniques become eligible, but this 
applies only to short-lived capital goods, for the very fact that the current 
rate of profit is exceptionally high means that the longer-term rates fan out 
more steeply. The very fact that the rate of accumulation has risen means 
that the economy is moving faster than before towards a period of lower 
profits. 

The prescribed path may contain many such sinuosities, but diminshing 
returns will prevail in the end. Over the long sweep, income per unit 
of capital, the rate of accumulation and the current rate of profit must all 
be falling. The system is moving towards the stationary state which is the 
asymptote of its prescribed path. 

Each set of thriftiness conditions has its appropriate stationary state. 
In the conditions that we have postulated, when net investment is zero net 
profit per annum is equal to 4/s, that is, to the annual value of capitalists’ 
consumption. The value of the stock of capital and the rate of profit (which 
in a stationary state closes the fan and becomes a single, constant rate) have 
to be such as to yield that net profit, while keeping the capital intact, and 
this requirement, with the technical relations, determines the physical com- 
position of the stock of capital and the level of wages. 

In the stationary state the neo-classical conditions have to dance to the 
Keynesian tune. 


Vv 


The requirement that there is in existence, whenever we break into the 
story, an equilibrium stock of capital (because there have been correct 
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expectations in the past) deprives our exercise of application and reduces 
it to a mere pastime. 

What has led us astray is the bad habit (which Marshall tried to resist, 
but Wicksell freely indulged) of conducting an analysis of movements 
through time as though they occurred in stationary equilibrium. 

The neo-classical argument starts at the point where an economy is 
already in a stationary state. Compare two economies of which one, Alpha, 
relatively to the other, Beta, is more thrifty or is performing more “‘ waiting,”’ 
or what you will. Alpha in any case, has a lower rate of interest than Beta 
when there is zero net saving ineach. The stationary state implies that any 
past aberrations due to mistakes of foresight have long ago been digested and 
the future is expected to be simply a continuation of the present. In each 
economy the who’s who of capital goods, and all prices and wage-rates are 
determined. The rate of profit on capital is equal to the zero-saving rate 
of interest. The degree of mechanisation of technique is higher in Alpha, 
where the rate of profit is lower. If we had some reasonable physical 
measure of capital, physical capital per head could be said to be higher in 
Alpha. It would be only in a rather peculiar case that the value of capital 
would not also be higher. Thus it seems fairly safe to say that Alpha has 
“more capital’? without bothering about how capital is measured. 

Now, having established that the economy with “ more capital’ has a 
lower rate of profit, the neo-classicals jump into motion and argue that an 
increase in the stock of capital lowers the rate of profit. But that jump 
shatters the equilibrium and deprives them of the right to apply what they 
have deduced from equilibrium relations to what will happen next. 


IV 


To escape from the requirement of an equilibrium past, let us descend 
into a short-period situation, and postulate that there is a specific stock of 
capital goods, that just happens to be whatever it is. 

We can rig up full-employment assumptions as follows. There is a 
more or less definite capacity output of the equipment in the consumption 
sector (given habits about shift-working, etc.) and the price policy of firms 
is such that they work to capacity. A higher or lower level of demand is 
then reflected in higher or lower gross profit margins, not in more or less 
output and employment. The number of men employed on the consump- 
tion-good equipment being given, skilfully operated financial controls work 
in such a way as to induce enough investment to employ the rest of the 
labour (we may suppose either that there happens to be enough equipment 
to offer the requisite employment, or that there are some navvying jobs, 
where the ratio of labour to physical equipment is very high, which can take 
up any slack). 

We now have full employment guaranteed whatever the past and future 
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state of expectations may be. Profits yielded by the various capital goods 
are all over the place, for the various stocks in existence are quite arbitrary 
relatively to the pattern of demand. The techniques in use are not in 
equilibrium with the level of wages and profits. 

The amount of investment is regulated, but its form is left to profit- 
seeking firms to decide. The capital goods being produced are designed 
to increase capacity in what appear to promise to be the most paying lines, 
and the techniques being chosen are influenced by expectations of current 
and future wages and prices. A pale ghost of a tendency towards equilib- 
rium is floating around the planning of investment. But expectations in 
the past have not proved correct (for the stock of capital we started from was 
not in equilibrium) and there is no warrant for postulating that the expecta- 
tions to-day guiding investment plans will turn out to be correct in their turn. 
Indeed, there is no reason why all the various expectations being held 
independently should be consistent with each other. It is not possible for 
each firm to know what all the others have planned to do, and to deduce 
from this knowledge how its own position will be affected. Since the 
expectations being held are not self-consistent, they are not capable of being 
justified by the event. The investment now being done is going to create 
another out-of-equilibrium stock of capital goods. So the system will lurch 
from one short-period position to another. 

Nevertheless, if the full-employment level of investment is maintained 
and capacity for producing consumer goods is being enlarged, real wages 
are rising, for the full-capacity level of prices is falling relatively to money- 
wage rates as capacity grows. Consequently (in the absence of technical 
progress) the techniques being chosen at each moment are influenced by 
expectations of a higher cost of labour in terms of product than were those 
chosen earlier. Therefore the degree of mechanisation of technique is, in 
general, rising as time goes by and the current rate of profit on capital falling. 
This is all we can offer to appease the neo-classical ghost. 

In all this technical progress has been ruled out. When technical pro- 
gress is going on, the poor ghost may have very little to play with, for then 
there will often be one obviously best technique to choose at each round of 
investment, which though it requires a higher value of capital per man 
employed than others, also offers a higher output per unit of capital. Only 
when accumulation is so rapid that it cannot find an outlet in installing 
superior techniques (or giving innovations a capital-using bias) does it spill 
over into raising the degree of mechanisation on a given production function. 

Very rapid accumulation is characteristic, nowadays, of socialist econo- 
mies; it is there, if they would have it, that the neo-classical ghost could find 
a congenial home. 

Joan Rosinson 
Cambridge. 
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INCOME ORIGINATING IN THE MODELS OF 
HARROD AND DOMAR? 


Tue growth models of Harrod and Domar are widely believed to be very 
similar, and this belief is expressed in the frequent reference to these models 
as the Harrod—Domar models.?_ In large part, this view stems from the fact 
that Domar’s required rate of growth of investment works out to be the same 
as Harrod’s warranted rate of income growth. (See below for proof of this.) 
The similarity of results has always been a puzzle to this writer. In Domar’s 
basic equation, AJ (1/«) = Jc, the multiplier is explicitly included, while in 
Harrod’s warranted rate the acceleration principle is explicitly included. 
Since the mechanisms and the workings of the multiplier and the accelerator 
are different, it is strange that they should produce the same results. That 
is to Say, assume an economy that has grown at a rate equal to the marginal 
propensity to save times the capacity effect (in Domar). This rate will be 
formally the same as Harrod’s warranted rate equal to the average propen- 
sity to save divided by the required capital coefficient.4 Assume in the first 
instance that this economy has grown at the required rate via the accelerator. 
Does this mean that Domar’s model does not hold for this economy? Assume 
in the second instance that the economy has grown at this rate via the multi- 
plier. Does this mean that Harrod’s warranted-growth model does not 
hold? Assume, thirdly, that the economy grew via both the accelerator and 
the multiplier (as in the Samuelson model). Does this mean that neither 
models apply? Or should not the assertion that these models are similar 
imply that the same mechanism of growth (whether accelerator or multiplier) 
is viewed from different standpoints ? 

This problem may be stated more specifically by means of a simple 
numerical example (taken from Domar’s article in the AER, March 1947, 


1 The writer is indebted to Miyohei Shinohara of Hitotsubashi University, Albert Rees of the 
University of Chicago, Kenneth K. Kurihara of Rutgers University and Philip Cartwright and 
Donald Gordon of the University of Washington for discussion on various aspects of the paper. 
This paper does not deal with issues such as the self-sustaining nature of the warranted rate. It 
is solely concerned with the validity of the warranted rate and the required rate from a social- 
accounting point of view. The problem may be specified as: when the economy is growing at the 
required rate, is there any need for the multiplier effect to keep capacity fully operating? The 
answer given in this paper is no. It is claimed that the income originating in the operation of the 
new capacity is sufficient for full operation. (T. Kondo of Japan’s Economic Planning Agency 
has independently arrived at similar conclusions.) 

* See, for example, Domar in the American Economic Review, March 1947, p. 42. As far as the 
writer can make out, Harrod has nowhere committed himself to this view. Also T. C. Schelling, 
American Economic Review, December 1947, p. 864. 

® See T. C. Schelling, American Economic Review, December 1947, p. 864. 

‘ Both writers assume an equality of marginal and average propensity to save. The capacity 
effect is the reciprocal of the capital coefficient. Both writers take these to be constant, so that the 
required rate of growth of investment (Domar) is equal to the warranted rate of income (Harrod). 
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pp. 41-2.) Assume an economy where S/Y is 12% and is equal to AS/AY, 
AK/AY is 4 or AY/AK is 25%, Y¥ (income) is 150, J (investment equal to 
saving) is 18, C (consumption) is 132. (All these refer to the same period 
following the periodising preferred by both writers.1 The absolute units are 
in billions of dollars.) Using the formulas of both, the rates of investment 
increase and income increase are 3%. (AY is 4-50, which works out to be 
3% of 150 and AJ is 0-54, which is also 3% of 18.) And yet the mechanisms 
by which these identical results are obtained are different. In Domar when 
the economy is moving at the required rate the incremental portion (or as 
he puts it the “ very top ””) of investment becomes a multiplicand and via the 
multiplier sequence generates AC to the extent of 3-96 and AS to the 
extent of 0-54, this amount comprising the saving induced by and matching 
the new money injected into the system (or the multiplicand). No part of 
AJ or for that matter the rest of J is induced by AC and AS, which together 
comprise AY of 4-50. Rather it is the other way around. AJ may be 
regarded as inducing AC and AS. 

This is completely different from Harrod’s warranted-growth equation. 
AK in the required capital coefficient including the “ very top ” is induced 
by the AY of 4-50 or the implicit AC of 3-96 and AS( = AJ) of 0-54. Since, 
corresponding to AS there is already 0-54 of investment goods, A/ is not a 
multiplicand. Thus in Domar the AY generated by the required growth 
rate of investment is the result of the multiplier, while in Harrod the AY in 
his warranted-growth rate is the result of the accelerator. These are not two 
ways of looking at the same movement (as they should be if they are the same) 
but are two different movements.” 

How, then, is one to account for the same solution in the Domar model 
and in the warranted model? It will be argued that the similarity of results 
is accidental, arising from a serious social-accounting error in Domar’s 
multiplier model. This error is due to Domar’s failure to include an im- 
portant demand flow in his theory, namely the income originating in the 
productive operation of the J shown on the right side of his basic equation, 
AI (1/«) = Jo, where « is the marginal propensity to save and o the capacity 
effect. When the economy is growing at Domar’s required rate, the incre- 


1 See Domar, Econometrica, April 1946, and Harrod, Economic Journat, June 1951, pp. 268-9. 
The argument may be stated with the use of two or more periods. Since the individuals mentioned 
in the first footnote disagree with the criticism outlined in this paper and appear to rest their case on 
period analysis, my point is restated briefly at the end of this paper using two periods. 

* The foregoing discussion is confined to Harrod’s warranted rate of growth. His actual or 
‘‘ trial and error” rate of growth can be interpreted as including not only the accelerator but also 
the multiplier, since the actual capital coefficients do not represent capital requirements. In dis- 
cussing S, Alexander’s attempts to liken Harrod’s system of ideas to Samuelson’s multiplier—accelera- 
tor model, Harrod remarked that there is no dynamic equilibrium (i.e., the warranted-growth rate) 
in Samuelson. Economic Journat, June 1951, p. 271. If our discussion in the text is valid, the 
departures of the actual from the warranted rate in Harrod may be due largely to a positive multi- 
plicand when G > Gw (stocks fall below normal) and to a negative multiplicand when G < Gw 
(stocks rise above normal), For the purpose of this paper, the relevant comparison is Domar’s 
required rate and Harrod’s warranted rate. 
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ment of capacity represented by J is put into operation; to the output of 
goods represented by Jo there always corresponds an equal amount of wages, 
salaries, rent, profits, etc., paid out for producing Jo goods. (Such income 
flows are designated as income originating in the productive capacity of J in 
social accounting.) This income originating is not included on the left-hand 
side of his equation, which deals entirely with the multiplier incomes, to desig- 
nate them separately from income originating. In other words, there are 
not just two aspects to the investment process as Domar maintains, the 
capacity effect and the multiplier aspect of the increment of J, but a third, 
the income-originating effect of the total J, under conditions in which the 
economy is operating at the required rate. 

To show that the income-originating flow is a separate and distinct flow 
from the multiplier income flow, we may revert to the numerical example 
given above. If, as Domar maintains, the AJ of 0-54 is a multiplicand— 
although it will be shown below that this cannot be—then the construction 
of AJ worth of capital goods financed by new money will start a multiplier 
sequence. The factors of production participating in the construction of 
AJ will receive wages, salaries, rent, interest, profits, etc., to the extent of 0-54 
at the outset. These factors of production will spend (to the extent of the 
assumed marginal propensity to consume) part of their income on consump- 
tion goods (or 0-48) in the second round. The factors producing these con- 
sumption goods (food, clothing, services) will receive 0-48 of income and will, 
in turn, spend (to the extent of AC/AY) part of their income on consumption 
goods in the third round; and so on in the familiar multiplier sequence. 
Note that the income recipients in this sequence are the factors in the con- 
struction and consumption goods trade. 

In contrast, the income-originating flows are received by the factors of 
production who are hired as operatives, etc., in the factories represented by 
the total J of 18. To bring out the contrast most sharply, assume that the 
total J represents factories producing automobiles and other consumer 
durables. The factors of production hired by these factories receive wages, 
salaries, etc., as these factories produce consumer durables throughout the 
year. The income originating is the monthly wage bill, etc., regularly paid 
out to the operatives, etc., of these factories only and no one else. These are 
not multiplier flows, since no multiplicand is involved.? (It will be shown 
below that these income-originating flows are identical with the incomes 
which induce AX in Harrod’s warranted-growth equation.) 

If the economy is growing at Domar’s required rate—and assuming that 
his o and s are equal—the income-originating flow is an additional stream of 
income and exactly equal in magnitude to the multiplier flow of income. 


1 To be technically correct, these sequences should be worked through changes in stock, but it 
will take us too far afield to restate the multiplier sequence through changes in stock. 

* In the real world some merging, and thereby duplication, may be involved between the two 
type of flows, but this is negligible and by chance, 
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Accordingly, it must be added to the multiplier side of his equation and to the 
extent of this addition, Domar’s theory (as distinct from the solution of his 
equation) gives inflationary results. 

But the question arises: if the foregoing point is valid, why and how is it 
that Domar’s required rate of investment growth comes to the same solution 
as Harrod’s warranted rate of income growth? The answer to this puzzle 
requires a separation of Domar’s theory from the solution of his equation 
obtained by solving for AJ/J. Domar’s theory runs in terms of the multiplier. 
It is the demand generated by the multiplier mechanism which creates the 
demand necessary to put into operation the factories represented by AK or 
I. But since he has failed to include the income-originating flows, only the 
multiplier income flows appear on the left-hand or demand side of his equa- 
tion. As noted previously, the income-originating flows are exactly equal to 
the multiplier-income flows if o is equal to s. This may be demonstrated 
as follows. The income-originating effect may be defined as follows: 


(1) AK/Y. AY/AK = AY/Y 


The left-hand side may be regarded as denoting the income-originating 
effect of AX or total J. AY on the right is the additional income produced 
or originating in the operation of AK, while AY/AK is the income originating 
per unit of AX. The latter will be recognised as identical with Domar’s 
capacity coefficient. The right-hand of Domar’s basic equation, AJ (1/«) 
= Io, may be written as J. AY/AK = AY. Dividing both sides of the 
equation by Y, we get: 


(2) I. a 


This equation is the same as equation (1) since J= AX. Domar’s 
multiplier side is made to be equal the capacity created on the right-hand side 
of his basic equation, so that the multiplier effect is always equal to income 
originating, when o = s. 

Harrod’s warranted growth equation, G,C, = 5S, may be written as 
AY/Y . AK/AY = S/Y, where the left-hand side is taken to represent the 
acceleration effect. If this equation is solved for G,,, it becomes AY/Y = 
AK/Y .AY/AK, which is equation (1), the income-originating equation. 
This implies that the magnitude of the acceleration effect on income is equal 
to the income-originating effect. But, in contrast to the multiplier effect on 
income in Domar’s theory, the income flows in the acceleration effect are 


= I/Y. AY/AK = AY/Y 


1 To the extent that o < s, income originating in the operation of AX is less than the multiplier 
effect of AJ. Under normal conditions the departure of o from s is probably small, since only the 
increment in the rate of obsolescence causes discrepancy between o and s in the long run, the non- 
incremental portion being included in depreciation. The differences between s and o cited in the 
American Economic Review, March 1947, pp. 44-5, are not relevant in the context of the above dis- 
cussion. Accordingly, for our purpose it is convenient from an expository point of view to regard 
o=s. The argument can be stated without this equality but not as briefly as in the paper. 
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identical with those in the income-originating effect and are, therefore, not 
additive. And they are identical because the AK required to produce AY is 
the capacity from which AY originates. The difference of the two effects is 
in the fact that, viewed as acceleration effect, the relation of AY/Y and 
AK/AY expresses a theoretical (or causal) relationship while viewed as 
income originating effect it is a non-causal, accounting relationship. 

In sum, Harrod’s warranted growth model does incorporate the income- 
originating effect in the form of the acceleration effect. Domar’s basic 
equation does not do this, but the solution derived from the equation is equal 
by definition to Harrod’s warranted rate because the multiplier effect of 
AJ is made to equal the income originating in J. But since the income- 
originating effect (or income) is always present when the economy is operat- 
ing at the required rate or the warranted rate, the failure to include it destroys 
the value of Domar’s theory as distinct from the solution of his equation. 

The foregoing analysis leads to the conclusion that it is not necessary for 
the economy (operating under the assumption of a given AS/AY, capital 
coefficient, etc.) to generate a multiplicand as required in Domar’s theory. 
This conclusion seems plausible even from the point of view of general 
reasoning entirely apart from the severe deductions based on the algebraic 
manipulation of rigorously defined quantities, given coefficients and assumed 
relationships. Intuitively, it seems strange that there should be a need for 
the injection of new money for the purpose of establishing the multiplicand in 
Domar’s system where presumably the tendency is toward excessive saving. 
To assume that there is a need for injecting new money to set up a multipli- 
cand implies that current investment is absorbing current savings.1 This 
condition in turn implies that past investment was not excessive, so that there 
is no tendency toward capacity to exceed aggregate demand. The need to 
inject new money to set up a multiplicand seems inconsistent with Domar’s 
thesis of excess capacity. 

Domar’s reasoning on this point is as follows: ? since an increase in J is 
needed for the requirements of adequate growth, additional money must be 
injected into the system. This injection of new money is mistakenly taken 
to constitute a multiplicand. Not all new money injected to transact a 
larger output induces a multiplicand. For new money injected into the 
system to be a multiplicand, it must constitute additional puchasing power 
for which there is no consumer-goods counterpart elsewhere in the economy 
(so that, as the saying goes, “‘ money chases after goods”’). But the need to 
inject new money to finance AJ implies that savings are equal to J — AJ in 
Domar’s system; and this equality signifies that without the AJ the system is 
already operating at required rates, taking into account demand from income 


1 This last point is brought out more clearly in Harrod’s approach, which is built directly on the 
balance of demand and supply of savings. It shows also that there can be no multiplicand (at least 
in the net sense, positive minus negative multiplicand) in Harrod’s warranted-growth model. 
® See American Economic Review, March 1947, pp. 40, 42, 47. 
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originating in the operation of J — AJ capacity.1_ There is actually no need 
to inject new money to finance Domar’s AJ. This can be done from that 
part of income originating in the operation of J — AJ capacity which is saved. 
It is, of course, true that new money is needed (assuming velocity of money 
constant) to finance the transaction of the enlarged rate of production (and 
income). But this injection comes in at the point where production opera- 
tions begin for J (or 18 worth of capacity). In Domar’s model Jo — AJ (or 
4-50 — 0-54) must be consumer’s goods. The new money (short-term loans) 
financing the production of these consumer’s goods does not constitute a 
multiplicand, since to the extent of such new money there are consumer- 
goods counterpart. And since AY — AC (or 4:50 — 3-96) is equal to 0-54, 
the latter is the saving for financing AJ, mentioned above. Thus, in Domar’s 
theory there are two errors, the omission of the income-originating flows and 
the inclusion of multiplier flows. These errors offset to give a solution 
identical with the solution from Harrod’s theory. 


CONCLUSION 


Domar’s model does not need nor should have a multiplicand. In 
reality, the left-hand side constitutes the income-originating effect, and it is 
this which gives a solution in his model identical with Harrod’s warranted 
rate. Since the income-originating effect is equal to that of Harrod’s 
acceleration effect, the Domar equation (as distinct from his theory) taken 
as an income-originating equation rather than a multiplier equation amounts 
to Harrod’s warranted-rate equation. 

The upshot of this discussion is that there is no need (on the assumptions 
of the models) for the economy to generate a net multiplicand in order for it 
to advance steadily. Indeed, on the assumptions of Domar’s model the 
generation of a multiplicand is inflationary. This view is consistent with the 
record of the post-war Western economies, which have shown strong ten- 
dencies toward inflation rather than toward deflation, as one may expect 
from Domar’s theory.? If the tendency of capacity to outrun aggregate 
demand is not as important as shown by Domar’s theory, the problem of 
instability may lie in the net savings ratio and its variability. 


Note to Footnote 1, p. 444. 


This note attempts to state the argument by dropping the assumption cf 
simultaneity and using several periods. While this mode of exposition is not 
preferred by Harrod and Domar, logically the argument should hold also for 
period analysis. ‘The assumptions regarding the saving ratio and the capital 

1 In terms of Harrod’s system, AJ financed by new money with the multiplier constitutes the 


(minimum absolute) extent of the upward deviation from the warranted rate. 
2 See his article in the American Economic Review, March 1957, and December 1948, p. 784. 
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coefficient, and the numerical examples are those of Domar as noted on 
p. 443. 


Period 0: Yg = 150-00, C, = 132-00, S, = J, = 18-00 

The saving ratio being 12 %, a national income of 150-00 generates saving 
on the income side of 18-00, which is exactly equal to a total of 18-00 invest- 
ment goods on the expenditure side of the national account. For this 
periodising it is assumed that the investment of each period can only become 
actual capacity or exercise its influence as capacity in the next period and that its 
productive use and operation can only be made in the next period. 


Period 1: Y, = 154-50, C, = 135-96, S$, = J, = 18-54 

Income increases by 4-50, since the productive capacity (or sigma) is 
25%. I, in Period 0 (now transformed into actual capacity and put into 
production operation) yields 4-50 amount of income (this is our income- 
originating affect). The saving ratio, assumed to be constant, applied to 
4-50 yields 0-54 of saving, over and above 18-00, which is yielded by the 
150-00 of income generated by the productive capacity already existing in 
Period 0. (The same result is obtained, of course, by multiplying 154-50 by 
12%.) The additional consumption good of 3-96 is obtained as a residual, 
deducting the additional saving from 4-50. Savings on the income side are 
equal to investment goods on the expenditure side. But since investment in 
this period can only become actual capacity (or exercise its influence as 
capacity) in the next period, the economy ends the period in equilibrium. 
Note that there is no multiplier. 


Period 2: Y, = 159-14, C, = 140-04, S, = I, = 19-10 

As in Period 1, the increase in income is the result of putting into opera- 
tion J,, assuming 25% as the productive capacity. This increase is divided 
on the expenditure side into 0-56 of investment increase and 4-08 of consump- 
tion increase, given the saving ratio. Thus, as long as the economy is opera- 
ting at a rate of increase in income of G,, (3% in the example) there is no 
need for a multiplicand with its multiplier effect on income. 

It may be argued that in Period 1, 0-54 of investment represents unin- 
tended inventory excesses. But whether 0-54 (or for that matter the entire 
18-54) is unintended investment is not known until the next period, since 
there is no definition of intended inventory additions with increased income. 
As far as Period 1 is concerned, the investment goods of 18-54 has been pro- 
duced. In Period 2 it may become evident that part or all of 18-54 is 
unintended (past) investment (in the form of excess capacity or excess inven- 
tory). But the essential point is, as long as the economy grows at the rate 
G,, in Period 2, no part of the past investment of 18-54 becomes unintended 
accumulation. 


For the sake of the argument, let us assume that since 0-54 represents the 
No. 275.—vOL. LXIX. GG 
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excess of J, over J), it may be taken to constitute unintended inventory addi- 
tions in Period 1. Even in this case, there is no need for 0-54 to constitute 
a multiplicand as argued by Domar. All that is needed is an injection of 
additional purchasing power to absorb the excess inventory. And whether 
this additional income is financed by government borrowing or by consumer 
borrowing, there is no multiplier effect attaching to such spending, since the 
goods purchased are already in existence (see p. 447 above). (I am indebted 
to Albert Rees for the foregoing method of illustration.) 

Nor is it pertinent to argue that since there is no prior or initiating demand 
for output of the productive capacity of AJ, in Period 2, excess capacity will 
be the result. There is no prior demand in Period 2 for not only the capa- 
city of AJ, but also for J, and also for any part of the older productive 
capacity. 

H. T. Osuima 
University of Washington, 
Seattle, Washington. 
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DOMAR AND DYNAMIC ECONOMICS 


1. I nave had reasons for believing that perplexities of the kind set 
forth by Mr. Oshima in the foregoing article have been shared by other 
workers in the field, and his expression of them may be taken as a suitable 
opportunity for me to attempt a further elucidation of these and kindred 


matters. 


2. I should like to take advantage of it to extend my fraternal greetings 
to Professor Domar. I have for long felt a lively appreciation of his work, 
and for my unseemly delay in expressing that on paper I can only plead 
that there was no occasion that struck me as suitable. He paid a generous 
tribute to my work more than seven years ago. From the beginning he 
realised that the correct analysis of a growing economy required far-reaching 
changes in some of our traditional habits of thinking; and, independently 
of me,? he provided an equation, formally identical (see below) with one that 
I had previously furnished, which, I believe, must remain central to growth-- 
theory. Since the date a.p. of a formulation is of no importance, our name§- 
have rightly been jointly associated with this equation. I would claim that 
my first contribution to growth theory, as we both understand it, and as it is 
now, albeit slowly, coming to be understood by others, appeared in Economica 
in August 1934.8 In the years before that it seemed to be becoming clear 
that the traditional concepts of static economies would not serve to demon- 
strate decisively which of the rival monetary theories of Keynes and von 
Hayek was correct; yet from the practical point of view of the maxims of 
central banking it was vitally important to doso. The view was voiced that 
the matter might really be indeterminate—depending on “ who got to the 
telephone first.” The position, so it seemed to me, was entirely transformed, 
if one assessed the rival theories by their application to a growing economy, 


and this I sought to explain in the afore-mentioned article. 


Two years later 


I published my Trade Cycle, which showed that the effects of the accelerator 
and the multiplier are intimately interlocked. The attempt to reduce the 
doctrines of that book to better order and to extricate what was most essential 
resulted in the formulation of a theory of which the afore-mentioned equation 


was a central feature.® 


1 American Economic Review, Papers and Proceedings, Vol. 42, No. 2 (May 1952), p. 481. 


* Cf. his statement, Essays in the Theory of Economic Growth, p. 92, n. lla. 


* “ Expansion of Credit in an Advancing Community”. Reprinted as Essay 11 in Economic 


Essays (Macmillan, 1952). 


‘ For an early attempt to define dynamic theory, see also the last two pages of a paper which I 
read at a meeting of the Econometric Society in Oxford in 1936 (Econometrica, January 1937; Re- 


published in Economic Essays as Essay 12). 


5 “ An Essay in Dynamic Theory,” Economic JouRNAL, March 1939. 
Essays, 


Essay 13 in Economic 
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3. This equation must be considered primarily as the expression of certain 
necessary relations between elements in a steadily growing economy. The 
validity of the equation is consistent with rival causal theories of growth, 
although not with all theories that have been suggested. It is to be stressed 
that, subject to two relatively minor reservations to be mentioned, Domar’s 
equation is identical with mine. Confusion has been caused by the fact that 
he introduced it by considering the increase of production rendered possible 
by new investment; he designates the potential increase of output per unit 
of new investment by the symbol o. I, on the other hand, make no explicit 
reference to this increased productivity, but, looking at the same fact from 
the opposite point of view, considered how many units of new investment are 
required, on the assumption that the new investment is properly utilized, to 
produce an extra unit of output; this I designated C,.1_ My approach was 
quite reasonably regarded as giving expression to the acceleration principle, 
about which Domar appeared to say nothing. If we carefully note the fact 
that Domar’s o is valued on the basis that the new investment is properly 
utilised—it is in Domar’s words the measure of a “‘ potential ’—and the fact 
that my C, is valued on the basis that the new investment is no more nor less 
than that required to produce a growth of output, 7.e., that it is properly 
utilised, it is evident that 


As, subject to the two reservations to be mentioned, there are no other terms 
in the Domar equation that are not in mine, nor terms in my equation that 
are not in Domar’s, it is clear that the equations are identical. 

4. One of the reservations referred to in the last paragraph is as follows. 
Domar states his equation in its most familiar form as 


Al 
— =ae 


I 
where ga is as stated above, « is the fraction of income saved and J investment. 
My equation makes no reference to AJ or J, but runs 
AY S 
i (=) «® 
jo G 
where Y stands for income, the suffix w indicates that the equation defines 
conditions for a steady rate of growth, or a moving equilibrium, and s is the 
same as Domar’s «. 








5. The formal identity of the two equations is preserved, owing to | 


Domar’s assumption that 
AI _ AY 


I 7 


I make no such assumption, and my equation is accordingly more general 
1 In Towards a Dynamic Economics; in the Essay it was designated simply C. 
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than his. In my equilibrium equation there is no reference, explicit or 
implicit, to AJ or J. In my equation expressing certain necessary relations 


: : s , elociiacal 
in an actual rate of growth, viz.,G = C there is an implicit reference to J, 


since C is defined as fas but there is still no reference, explicit or implicit, 
to AJ. I may add here, in relation to Mr. Rose’s interesting article,? of 
which I shall have something to say presently, where, in an endeavour to 
restate my doctrines, he refers to the amount of outstanding capital (and to 
its rates of increase), that I have never made any reference, explicit or im- 
plicit, to the amount of outstanding capital. These omissions were not 
accidental, but deliberate and the result of careful thought before I com- 
posed my Essay. These various values, of which I took no cognisance, will, 
of course, have to be brought in and play their part in a complete dynamic 
theory; the omissions were due to the desire to achieve great generality as 
befits a very fundamental proposition. Failure to notice that I do not refer 
at all to these values must betoken some lack of understanding of my thought. 
To extend the list of omissions yet further, be it noted that, although I some- 
times referred loosely to capital goods in the Essay, the theory expounded in 
it draws no distinction between capital goods and consumer goods. (The 
first time that I brought the distinction in is on the last page of my Supplement 
on Dynamic Theory.*) ‘This is very carefully stressed in the Essay. ‘‘ Circu- 
lating and fixed capital are lumped together” (p. 18). “It may be 
well to emphasise at this point that no distinction is drawn in this theory 
between capital goods and consumption goods” (p. 18).4 In Towards a 
Dynamic Economics I also said explicitly: “ C is the addition to capital, but 
need not consist exclusively, or even mostly, of capital goods. It is merely the 
accretion during the period of all goods . . .” (p. 80). Consequently the 
distinction that Mr. Rose draws between two variant interpretations of my 
theory is not tenable.’ He writes, “ the primary source of instability [viz., 
according to one interpretation] is in the effect of excess demand or supply 
on production decisions, not [as according to the other interpretation] in the 
effect of growing capital shortage or redundancy on investment decisions.” 
As in my theory capital goods and consumer goods are lumped together, an 
“excess demand ” is one and the same thing as “ capital shortage,” since 
“capital” includes stocks of consumer goods, and no distinction can be 
drawn between “ production decisions” and “investment decisions.” I 
revert to this matter below. 


1 “ The Possibility of Warranted Growth,” Economic JouRNAL, June 1959. 
2 Economic Essays, Essay 14. 

% Economic Essays, p. 258. 

* Op. cit., p. 259. 

5 Economic JOURNAL, June 1959, p. 317. 
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6. To return to Domar, I believe that he worked in terms of the increment 
of investment, because he was anxious to show that investment must itself 
grow if the economy is to grow. In order to bring this out clearly in his 
formulation, he made the restrictive, but not otherwise objectionable, 
assumption that the rate of growth of investment is the same as the rate of 
growth of income. 

7. Mr. Oshima affirms that Professor Domar’s equation explicitly 
includes the multiplier and implies that mine does not, or, if not that, at least 
that the multiplier does not play so large a role in it as in Domar’s equation. 
I cannot agree to this, nor perceive any difference in this regard between 
myself and Domar. sin my equation, as stated above, is the reciprocal of the 
multiplier, and the magnitude of AY varies, ceteris paribus, directly with that 
of s. I do not see how one could make the multiplier play a greater role! 

8. Mr. Oshima states that we both assume that the marginal propensity 
to save is equal to the average propensity to save. There can be no such 
assumption in my equation, as there is no reference, explicit or implicit, to 
the marginal propensity to save in it. (Another deliberate omission.) 
Domar tells us that he assumes equality of the marginal and average propen- 
sities, and this is presumably tied up with his assumption that AJ/IJ = 
A?Y/Y. 

9. It may occasion surprise that the marginal propensity to save plays 
no part in my equation. I would say that such a surprise would be an 
ignoratio elenchi. I lay great stress on the importance of this, because from 
the beginning it has seemed to me that one of the great services that the 
formal definition of a dynamic branch of economics could render would be 
to prevent mistakes about dimensions. 

Theorists of static economics, including Keynes, proceeded for long 
without perceiving (or anyhow without thinking it practically important) 
that a theory of static equilibrium is self-contradictory unless it assumes that 
savings = investment = zero. If we wish to postulate that saving is, and 
continues to be, positive, that entails that the economy is growing; we can 
no longer work in terms of a static equilibrium, but instead must use the con- 
cept of a steady rate of growth. If the fraction of income saved is constant, 
then, ceteris paribus, the steady rate of growth remains constant. My equa- 
tion purported to specify what the steady rate of growth at a given point of 
time would be, given the values of the dynamic determinants.’ I did not 
dare venture beyond that. It seemed prudent to tackle one thing at a time. 

The fraction of income saved (average propensity to save) may rise 
temporarily in consequence of the trade cycle or owing to other disturbances; 
such changes are not relevant to the determination of the value of a steady 
growth rate. But it may be desirable to postulate a steady continuing rise 
in the fraction of income saved. Some time ago it would have been held 

1 Cf. “‘ The analysis relates to a single point of time” “‘ Essay in Dynamic Theory ”, p. 24; 
Essays, p. 267). 
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confidently that such a rise would be normal in a growing economy, but 
doubt has been cast on that. Ifa rising average propensity to save has to be 
postulated, this, ceteris paribus, entails an accelerating growth of income. In 
order to maintain growth, it would not merely be necessary, as Domar so 
strongly urges, for AJ to be positive, but it would be necessary that AJ, 
> Al,. Idid not venture, nor, I believe, did Domar—at least in his central 
articles—on the economics of accelerating (or decelerating) growth. 

10. So much for the identity of our equation, still subject to one further 
reservation shortly to be discussed. But its formulation is by no means the 
full tale of my thinking, which utilised it, nor indeed of that of Domar. 
When we go further in comparing our theories we find further similarities, as 
well as differences; I by no means wish to follow a precedent that may occur 
to the minds of some readers and to stress the difference between us. I will 
first point out a further similarity, to which I do not think that attention has 
been drawn. Those who have studied my theory know that the distinction 
between the “ warranted ” rate of growth, as expressed in my equation, and 
the “ natural” rate of growth is central to it. I see a kinship between my 
distinction between these two rates and Domar’s distinction between his 
concepts, o and s. 

Of my two growth rates it is the natural rate that is to be regarded as the 
welfare optimum. The warranted rate is the path on which the supply and 
demand for goods and services will remain in equilibrium, given the propen- 
sity to save; thus the economy could move along the warranted rate with 
great and growing “ involuntary ” unemployment in Keynes’ sense. It is 
the natural rate that implies full employment. The actual rate of growth 
may be below both. 

The natural rate is also the maximum sustainable rate, although the 
actual rate may go above it in phases of the trade cycle, when unemployed 
are being brought back into work, or when high marginal earnings, only 
worth paying in periods of high inflationary pressure, attract people to 
paid occupations who are not normally available for them. According to 
me, the difference between the gradients of the natural and warranted rates 
has to be considered in close relation to the instability principle, i.e., the 
presence of centrifugal prices on either side of the warranted rate. (Mr. 
Rose’s remarks on this are discussed below.) If the warranted rate is above 
the natural rate, the actual rate must be below the warranted rate for most 
of the time, and the centrifugal forces pull it further down, causing frequent 
periods of unemployment. (This is the dynamised version of the stagnation 
thesis.) If the natural rate is above the warranted rate, full employment 
may be achieved more frequently owing to the upward pull of the centrifugal 
forces, but only at the cost of inflation. The target of policy should be to 
bring the warranted rate as near as possible to the natural rate. 


1 It is to be noted that Mr. Kaldor holds that in the long run these will be brought together by a 
shift of income distribution. 








[SEPT. 


456 THE ECONOMIC JOURNAL 





In certain passages, however, Domar makes it plain that his rate of 

growth 

r= ac 
is for him a target rate and would sustain full implement. This caused me to 
look very closely at the concept oc. I believe that the rate specified by 
Domar’s equation is really my “ natural” rate; what is peculiar is that he 
should have defined it by what are (apparently) the same terms that I used 
to define my “ warranted ” rate, the very essence of which is that it may 
give trouble by being different from the natural rate. My warranted rate 
is simply the dynamised version of Keynes’ excess or deficiency of aggregate 
effective demand in relation to what is required for full employment. The 
key to this puzzle is, I believe, to be found in Domar’s concept of «. Domar 
uses the symbol s for the ratio of the net value added by new projects of pro- 
duction to the capital invested in the projects. “ But the productive capacity 
of the whole economy may increase by a smaller amount, because the opera- 
tions of these new projects may involve a transfer of labour (and other 
factors) from other plants, whose productive capacity is therefore reduced.” } 
o makes allowance for this fact and is the net potential social average pro- 
ductivity of the new capital. o is taken to be usually less than s. We need 
not bother with Domar’s point that this may be so owing to a mis-direction of 
investment. Apart from that, the shortfall of ce compared with s is due to the 
fact that there is a “‘ lack of balance between the propensity to save on the 
one hand, and the growth of labour, discovery of natural resources and | 
technological progress on the other.” 2 If only there was enough labour, | 
etc., the economy could grow at r = as, which is really my “ warranted” | 
rate; but the lack of labour, etc., compresses potential growth to r = aa, | 
my “ natural ” rate. 

The result of this shortage of labour, etc., according to Domar, is that, 
fixed capital having been made to match existing savings, some pre-existing , 
equipment has to be “‘ junked ”; too many stands having been created, some 
can just not be used; this junking process has a crucial and sinister role in 
Domar’s scheme of things. It may be useful to relate the junking process to 
my equation. 

Let us first suppose that the extinction of the amount of pre-existing 
equipment, as required by Domar, is due, not to competitive pressures, | 
as postulated by him, but to periodic enemy action; this continuing enemy 
action would raise the amount of new capital required to sustain a given 
increase of output in the economy; it would raise the value of my C,. 


nis , s ; 
Thus, if, in the absence of enemy action, the warranted rate G, = G were | 
r ' 


above the natural rate, enemy action of the correct intensity would, by | 


1 Essays in the Theory of Economic Growth, p. 73. 
* Op. cit., p. 79. 














E 





1959] DOMAR AND DYNAMIC ECONOMICS 457 


raising C,, reduce G,, to the natural rate. Then the warranted rate would 
be equal to the natural rate and all could go forward smoothly. 

But in fact there is no enemy action. Domar supposes that: (i) for a 
time enough investment is undertaken to absorb all saving at a full employ- 
ment level, and that (ii) in consequence of more stands being created than 
there is labour to fill them, some of the pre-existing stands are junked. But 
the matter does not rest there; the junking process may well have a dis- 
couraging effect on the propensity to invest. If previously growth had pro- 


AI AY 
; ok 3 
cause growth to fall below this level. 

In my terminology what has happened in this case is that the fact of the 
warranted rate (that required to absorb saving) being above the natural rate 
(that required, having regard to technological progress, to maintain full 
employment) has caused the actual rate to fall below either. In Domar’s 
terminology it is the excess of s over o that, by leading to junking, causes the 
actual rate to fall below sx and ca. It is clear that the theories are very near 
together. The excess of s over o is really another way of expressing what I 
have expressed by the excess of the warranted over the natural rate. 

By parenthesis I should like to say that, in my judgment, Domar deals in 
rather too cavalier a way with junking. He recognises that it may be 
resisted by monopolists; he recognises that an excessive rate of junking may 
be socially undesirable (presumably by requiring too much mobility of 
labour); and he recognises the important point that it may reduce the future 
propensity to invest and thus cause a lapse from the path of steady growth. 
But otherwise he seems to look favourably, in a rather loose way, on junking; 
he seems to imply that, apart from the afore-mentioned drawbacks, the more 
junking the better. He does not seem to appreciate that a high rate of 
junking might be bad from a purely productivity point of view. 

In fact, from the productivity point of view, there is an optimum rate of 
junking. Let us suppose, to simplify the argument, that the labour force is 
stationary and that no new natural resources are discovered. Progress 
would then consist: (i) in providing new-type stands, by investment, on 
which more old-type goods could be produced per unit of labour than before, 
and (ii) in the event of the demand for the old-type goods not being suffi- 
ciently elastic to absorb all the labour previously employed on them, in pro- 
viding stands, by investment, for the released labour to produce new-type 
goods. New-type stands under (i) should, from a welfare point of view, and, 
if capitalist expectations and calculations are correct, will, be produced only 
if the cost of making old-type goods on the new-type stands, including interest 
and amortisation on them, is less than the cost of making those goods on the 
old stands free of interest and amortisation. The amount of investment 
required to produce all the new-type stands under (i), as justified by this 


ceeded in accordance with = oa, the reduction in investment will 
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computation, depends on technical progress. The amount of investment 
required to produce stands for the production of new-type goods depends on 
technical progress and on the amount of labour released under (i). There is 
no @ priort reason why the amount of investment required under (i) and (ii) 
together should be sufficient to absorb saving at full employment. I 
characterise such a state of affairs as one in which the warranted rate is above 
the natural rate. According to me this state of affairs causes the actual rate 
to fall below both natural and warranted rates; so it does according to 
Domar, but by a slightly different mechanism. If the labour force were 
increasing sufficiently, such a situation would not arise, since the surplus 
saving would be mopped up in providing extra stands for the new hands. 
The actual and warranted rates can stand above the natural rate for a period 
in the trade cycle when unemployed labour is being re-absorbed. But this 
must in due course come to an end. 

Domar, on the other hand, appears to envisage that for a period new 
stands will be created (presumably in a spirit of gay optimism) to the full 
number permitted by the saving available, regardless of the question of their 
profitability; then, if there are too many stands altogether, some old ones 
will be junked. But suppose that, in order to mop up all savings by creating 
new stands, one makes some that are not more profitable than the old, on the 
basis of the computation mentioned above; then the old will not necessarily 
be junked; all stands may be under-employed. This will have an even 
more depressing effect than a high rate of junking on the future propensity 
to invest. 

Domar writes: 


** I am not prepared to say whether we already are or shall be soon 
faced with a serious difference between s and o, though I doubt that was 
an important problem in the past, except perhaps for the short boom 
years. My own guess is that we shall be more concerned with the 
disparity between ao and r [the actual rate of growth] that is with the 
failure of income to grow at the required rate.” 1 


(We are dealing here, of course, with an excessive propensity to save, not with 
the dilemma of the under-developed countries.) In my opinion there are 
not two separate phenomena here, but one phenomenon. In my view it is 
the excess of s over o that causes r to fall below ac. 

11. The tendency of an excess of the warranted rate over the natural rate 
to cause chronic depression depends on the instability principle; otherwise 
a community tending to excess saving might continue to bump along the 
ceiling of full employment. (I judge that Domar broadly endorses the 
instability principle.) Accordingly, this may be a suitable point at which to 
comment on Mr. Rose’s criticism of that principle.? He takes me to task for 


1 Essays in the Theory of Economic Growth, p. 81. 
2 Economic JouRNAL, June 1959, pp. 319-21. 
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denying that my theory implies lags—and Domar makes a similar denial— 
holding that it does imply a lag in the adjustment of the amount of capital 
to the need for it. Idonot deny that. Language is apt to be influenced by 
time and circumstance. What I was seeking to stress was that my trade- 
cycle theory—if it can be dignified with that name—was not of the same 
genus as those theories which econometricians were developing with great 
vigour at that time, and which, I doubt not, must be a part of the full and 
final theory of growth; these essentially depended on systematic lags between 
variables in a model which generated an oscillation, explosive or damped. 
There was danger that my instability principle might become confused with 
such theories, to which it really has no direct relation. 

But I do deny that investment on any given day can be identical with 
the amount of investment that people want to have on that day, unless they 
are on the line of warranted growth. Only if people are on that line will 
ex-post investment in a given period be equal to the investment that is needed 
to bring the total amount of capital, fixed and circulating, up to no more 
nor less than the level that people deem they require to have in that period. 
If people find that on a given day, or, to be more realistic, in a given month, 
they have less capital, whether fixed or circulating, than they require in 
order most conveniently to execute turnover at its current level, there is 
nothing they can do to rectify that within the month. What they can do is 
to place extra orders, or, to step up their own production. The essence of 
the instability principle is that this will make capital still more short in the 
following period. The idea that they can have whatever capital, fixed and 
circulating, they require in a given short period, by taking some action in 
that period, is unacceptable. I conclude that Rose’s criticism of the in- 
stability principle can be safely rejected. 

12. Rose’s thought appears to rest on a distinction between fixed and 
circulating capital, and it may be expedient to consider that. Let us suppose 
that, after a period of progress on the line of warranted growth, there is a 
divergence from it in an upward direction. This may be due to a chance 
aberration. Such an eventuality must be allowed as possible, since the 
economy consists of a great concourse of entrepreneurs, all working in con- 
ditions of uncertainty, and in particular industries, each of which may be 
growing at a different rate. It is essential to the idea of a static equilibrium, 
that, subject to the possibility of cobweb action, etc., it is stable, in the sense 
that chance divergences from it will be corrected in due course and a return 
to the previous positions secured. In the case of the dynamic equilibrium 
it is important to remember that a divergence may be due, not to a change 
in the behaviour of any entrepreneur, or of a group of entrepreneurs, but to 
a change in the values of the dynamic determinants themselves. These are, 
of course, always changing. This is analogous to the point, which Wicksell 
made so often, that the divergence of the market rate of interest from the 
natural rate, as defined by him, was less often due to a change of attitude on 
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the part of the bankers in extending credit and more often to a change in the 
forces that determine the natural rate. 

Let us suppose that, on the occasion of such a chance divergence, fixed 
capital is found to be short, taking the overall average of all entrepreneurs, 
but stocks of consumer goods not so. Let us suppose that extra orders for 
fixed capital are placed in consequence, but no extra orders for consumer 
goods. Rose is not wrong in thinking that this may redresss the balance 
between capital goods and consumer goods on hand; it is possible that the 
orders for extra capital goods might be so extensive as to redress the shortage 
of capital goods; but, if this happens, it can only be by creating a shortage of 
circulating capital (consumer goods), which will be greater in value than the 
previous shortage of fixed capital. It is this fact that justified my lumping 
capital goods and consumer goods together for the purpose of formulating 
the dynamic theorem in its most general possible form. 

13. While I hold that the instability theorem is safe, in the sense that the 
warranted rate of growth is surrounded by centrifugal forces and that a 
chance divergence from the warranted rate will be accentuated, I do not 
claim to have made any thorough-going analysis of the regions lying farther 
afield from the warranted rate. 

There is no doubt that an explosive expansion will eventually be checked 
by the ceiling of full employment, at which growth has to be slowed down to 
the natural rate. Professor Hicks has brought that fact into play in his study. 
(Incidentally it is to be noted that the British boom of 1954/55 broke through 
the full-employment ceiling by temporarily bringing into employment people 
not normally seeking it.) It has been observed that booms sometimes ter- 
minate before the full-employment ceiling is reached. Domar has drawn 
attention to terminations of expansion in the United States in 1907, 1929 
and 1937 considerably below the ceiling.1 He draws a moral from them 
which I do not find acceptable. 

He raises the question whether it is possible for the American economy to 
sustain an advance on the line of growth indicated by his equation. I would 
put that question in the form—is the warranted rate there above the natural 
rate? If it is, then, according to Domar’s thinking, one would expect an 
actual advance to be checked by labour shortage, and, if it was not so 
checked on the three occasions cited, that suggests to his mind that the 
warranted rate was not unachievable on account of labour shortage and that 
the lapse from it was due to other reasons than its being impossibly high in 
relation to labour availability. In what follows I seek to examine that 
argument closely. 

14, The possibility of a boom terminating before the full-employment 
ceiling is reached has naturally been present to my mind from the beginning, 
and I have given two reasons why that might happen. I propose to add a 
third reason, which may be even more important. 

2 Op. cit., p. 117. 
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15. The first reason I gave was that a boom might in due course tem- 
porarily raise the propensity to save considerably above its normal level. It 
will be evident that a rise in the rate of growth above its warranted level (G,) 
cannot in a moderate period of time be accompanied by an equiproportional 
rise in the fraction of income saved (s), even if, for all values of Y above 
normal, the whole of AY was saved. Accordingly, capital would remain in 
short supply. But after a time a strong rise in s (due to profit inflation) 
could overtake the rise in G; this could bring the boom to an end before the 
ceiling of full employment was reached. I have suggested that this is the 
reason why a boom accompanied by an unrestrained price inflation might 
peter out more quickly than one in which excess demand was reflected mainly 
in delayed delivery. In the former kind the profit inflation and the tem- 
porary rise in s are greater. I incline to think, however, that variation in s 
may be more relevant in explaining why a slump may come to an end—s 
may have a great decline in a severe slump—than why a boom may do so. 

16. My second, and probably more important, reason was that the 
actual rate of growth begins to decline well before the ceiling of full employ- 
ment is reached, owing to decreasing mobility of labour, as unemployment 
declines, and the appearance of bottlenecks that are due to shortages of 
specific types of capital. Growth, having moved freely forward in the early 
stages of boom at a rate well above the warranted rate, may begin to decline 
and thus fall below the warranted rate, even when there is still a sizeable 
reserve of unemployed labour; thus the boom is brought to an end and a 
recession rendered inevitable. 

17. In order to explain the third possible reason for this phenomenon it is 
needful to take a wider view. In my original Essay I distinguished between 
those orders governed by the acceleration principle, those that are dependent 
rather on the current level of income (designated by me as k, where k is a 
fraction of income) and those unrelated to either (designated XK). Professor 
Hicks has developed the distinction between the first and last mentioned, 
calling the former “ induced ” and the latter “‘ autonomous ” investment. 
For the instability principle to be valid, all that is required is that some current 
orders should be dependent on the acceleration principle. In the more 
refined account of the instability principle given in my Supplement, I have 
stated the assumption required as follows: ‘‘ The more general assumption 
is simply that the entrepreneur will order more, the lower the ratio of his 
stocks and equipment to current put-through, and this I take to be safe.” 1 
This does not imply that there are no other forces governing his current level 
of orders. 

I have suggested that we must not suppose a hard-and-fast line between 
induced and autonomous investment. Orders that, in relation to a short and 
mild slump, should be regarded as belonging to the autonomous (K) category, 
may come up for review, if the slump is severe and prolonged. This is an 
1 Economic Essays, p. 283. 
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aspect of the vicious-circle process of a depression; the more the types of 
investment are that are reconsidered for downward revision in consequence 
of a recession, the stronger the forces of recession will be; and the stronger 
the recession, the more the types of investment are that will be considered 
for downward revision. The opposite process may occur in the boom phase; 
a prolonged period of expansion may make people take a buoyant view and 
set more long-range projects going. 

But in the boom there is another aspect. Feople may become more 
buoyant, but they may also become more sceptical. In the early phase of a 
boom one may, and indeed must, suppose that their long-range views are 
unaffected by it, so that the felt shortage of capital, fixed and/or circulating, 
which is caused by the boom, induces them to increase orders. This in- 
crease of orders cannot mitigate, but must, by itself, increase the felt shortage 
of capital, fixed and/or circulating. But as the boom proceeds, their view 
of the longer future may come in as a counteracting influence. They may 
begin to ask themselves whether demand can continue to increase at the rate 
at which it has recently been doing. Even if the experienced shortage of 
capital continues unabated, they may begin to hesitate about placing 
increased orders, anyhow for fixed capital, on the ground that calls upon its 
utilisation are not likely to continue to increase at their existing and recent 
rate. In the case of fixed capital at least, they must have regard to its 
utilisation over its expected length of life. These hesitations caused by 
attention to the longer future may bring the boom to an end before full 
employment is reached. 

18. I will first deal with the relevance of this point to Domar’s doubts. 
Consider the hypothesis that lack of full employment in the United States 
before the War was due to the warranted rate being above the natural rate, 
or in other words, that the rate of growth required by Domar’s formula just 
could not be achieved permanently because labour (along with technical 
progress) was not growing fast enough to render that possible. Domar rules 
out this explanation on the ground that three booms broke before any labour 
shortage was apparent. But one must also look at the prospective demand 
side. I take the following figures merely to illustrate the argument. Let us 
suppose that in the United States as was for a longish period 4% and that 
this rate of growth, or a higher one, was achieved in boom periods. Let us 
further suppose (my hypothesis, on which the premature termination of 
booms, in Domar’s view, throws doubts) that the maximum sustainable rate 
of progress in the United States over this longish period, having regard to 
technical progress and population increase, was, say, 3%. During the boom 
period we suppose that fixed capital was increased at 4% or more with con- 
fidence, since the revival, accompanied by re-employment of labour, was 
bringing demand up at that rate. This rate of 4% or more is, of course, an 
average; entrepreneurs in expanding industries may have based themselves 
on a much higher rate of prospective increase. Let us call the boom-period 
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rate of increase x, where x has a different value in each industry. After a 
period of expansion canny entrepreneurs may have said to themselves that 
they could not believe that the x rate of expansion could continue indefinitely ; 
and these would accordingly slow down their rate of increase of fixed capital, 
although there was still a shortage of it, and thus bring the boom to an end. 
And why should the entrepreneurs think that the x rate of expansion could 
not continue? Because the 4% (or higher) rate of expansion in the economy 
as a whole could not continue. Population increase and technical progress 
were just not sufficient to allow aggregate output to expand at that rate 
indefinitely, and therefore aggregate effective demand could not expand at 
that rate indefinitely. Thus the canny entrepreneurs would have been 
proved right in their scepticism. But if the increase of output allowed by 
technical progress and population increase had been 4% p.a., then the 
entrepreneurs would have been wrong in their scepticism. Thus the funda- 
mental reason why the entrepreneurs were right to be sceptical was that 
the maximum increase in demand that could possibly be sustained in- 
definitely was 3% in the aggregate, viz., below the x%, recently current in 
each industry, and below the aggregate 4% (recently achieved or exceeded), 
as represented by Domar’s as. This perfectly correct attitude of scepticism 
could serve to bring the boom to an end before full employment was reached. 
But if the natural rate had been as high as 4 %, viz., not less than the warranted 
rate, the entrepreneurs’ scepticism would have been groundless and the 
expansion could have continued. The natural rate being below the 
warranted rate (taken to be 4%) would thus have served to push the actual 
rate below either, before any labour shortage had begun to be felt; the low 
level of the natural rate operated through the fact that the insufficient rate 
of increase of demand sustainable indefinitely cast its shadow backwards, and 
reasonably and rightly deterred entrepreneurs from ordering as much as 
would have been needed to keep the increase going forward at its sustainable 
rate. Accordingly, I hold that the termination of booms before labour short- 
age began to be felt is not a reason for denying that it was the warranted rate 
being above the natural rate that prevented either being achieved for more 
than ephemeral boom periods. The insufficient expansion of the labour force 
(or of technical progress) checked expansion because it meant that a correct 
prognosis of the maximum possible increase of demand was not sufficient to 
justify sufficient ordering in the present. Be it noted that this check would 
have operated, even if the entrepreneurs had been thoroughly optimistic, not 
assuming that any recession was coming, but assuming only that demand 
would not continue indefinitely to grow at more than the maximum pos- 
sible sustainable rate. 

It is fair to observe that Domar anticipates this point. “ It is possible 
to argue that . . . such a situation . . . was foreseen by the entrepreneurs 
who reduced their commitments in advance.” He adds, “ but without 
sufficient evidence, almost anything could just as well be said.” It is always 
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desirable to have factual evidence; but it does not seem reasonable to dismiss 
in so cavalier a way the hypothesis that the entrepreneurs did what they 
ought to have done on a correct prognosis. 

19. This may be the appropriate point to refer to a criticism by Professor 
Baumol.! He suggests that the instability principle would not operate, if only 
entrepreneurs kept a firm grasp of what was likely to happen in the long 
period and based their policy on that. “ It is even possible that entrepre- 
neurs will generally believe in the ‘ normalcy’ of the economy and so will 
regard any case of overproduction as a temporary phenomenon soon likely 
to disappear.” It is evident that my preceding paragraph makes some 
concession to Professor Baumol’s point of view (which presumably applies to 
underproduction also). I have suggested that, despite a continuing experi- 
enced shortage of capital, fixed and/or circulating, entrepreneurs may abate 
their rate of ordering, because they regard the current tempo of advance of 
demand for their products as abnormal and not capable of being sustained 
indefinitely. But I suggest that it would be pushing this argument much 
too far to regard it as obviating the instability principle. For it to do that, 
one would have to suppose entrepreneurs having fixed and rigid views 
about the future, on which they based their current action, and not being 
influenced at all by current experience. ; This is rendered the more unlikely 
when we consider that each industry, and each sector of an industry, has 
its own problems and uncertainties, its own current rate of expansion and 




















its own projected future rate of expansion, which may be different. In | 


view of this, it is, I would even say, absurd to suppose that each firm will 
go forward on the basis of its own view about the future and disregard current 
experience. We know that an upward deviation in the rate of growth will 
cause a shortage of fixed and/or circulating capital in relation to current 
requirements on the overall average. The incidence of the shortage will 
probably be uneven as between industries and firms. I submit that we 
must suppose that, on the overall average, firms, faced by a novel shortage, 
will place more orders than they otherwise would. And this will cause a 
further deviation from the path of warranted growth. In fine, the in- 
stability principle will operate. 

It would be most inappropriate to make any comments on the far- 
reaching views set out by Mrs. Robinson 2 and Mr. Kaldor at the end of what 
is primarily a tidying-up article; the omission to do so must therefore not be 
taken to imply lack of regard for them. If my views come to constitute a 
limb of those “ Principles of Dynamic Economics,” which we still await, 


then it is important that their scope and limitations should be understood | 


with precision. 


Christ Church, R. F. Harrop 
Oxford. 
1 Economic Dynamics, pp. 53-4. 2 The Accumulation of Capital (Macmillan, 1957). 


3 “* A Model of Economic Growth,” Economic JourRNAL, December 1957, 
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SOME ECONOMETRICS OF THE DETERMINATION OF 
ABSOLUTE PRICES AND WAGES 


INTRODUCTION 


Mucu of the discussion of the current problem of inflation in the Western 
Capitalist world is necessarily strongly coloured by awareness of the course 
of the leading statistical series on wages, prices, productivity, profits and 
unemployment during the last decade, when the general inflationary situa- 
tion has caused many series to move together. It is rather difficult, but of 
the utmost importance, to try to unravel the chains of relationship among 
the several variables in order to delineate structural relations that have a high 
degree of autonomy. 

The annual figures on wage-rates over the past ten years are correlated 
with those on productivity, but they are as highly correlated with employ- 
ment, unemployment or the price level. Many of the apparent correlations 
are derived relations obtained by combining more basic structural relations. 
Many such derived relations can be obtained from a given structure, and one 
must take great care in the conclusions drawn from empirical correlations. 
The problem is especially serious in this decade of annual observations when 
reversals of the broad trend give only delicate statistical movements that are 
not easily discerned with the use of blunt tools. 

The present paper arises out of work being done by the authors on the 
construction of an econometric model of the United Kingdom economy as a 
whole.t_ This work involves the fitting together of autonomous structural 
components, from which a partial sub-system of interest on the inter-relations 
between wages and prices emerges. The findings we have obtained on this 
part of the model seem to be relevant in assisting an understanding and 
interpretation of the post-war inflation. We are thus moved to put forward 
some of our results at this stage. The entire investigation is based on 
quarterly series covering a wide variety of economic activities in the United 
Kingdom. It is hoped that by refining the sample data to this unit of 
observation we have a more sensitive and adequate body of information for 
discriminating among alternative explanations of the phenomena at hand. 
We cannot claim, however, to have found the single explanation of the in- 
flationary process. That is hardly ever possible in our subject, and statistical 
analysis alone on the very best samples of economic data have never been 
able to prove that a particular relationship or explanation dominates the field 
to the exclusion of all others. We do, however, feel that our results are 
reasonable and carefully backed up by a priori considerations of autonomous 

1 Our colleagues, A. Hazlewood and P. Vandome, of the Institute of Statistics, Oxford, have 


collaborated on the larger study, of which this paper is a part. 
No. 275.—VOL. LXIX. HH 
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patterns of behaviour. We can also bring evidence to bear against some 
alternative hypotheses. 

In the discussion of post-war inflation, a number of economists have taken 
strong sides on the question of whether we have demand or cost inflation. 
Unfortunately, the great lesson of Walras has been forgotten in this debate. 
We have tried to keep a picture of the inter-related network of equations in 
the economy as a whole in front of us constantly, in building each component 
of the United Kingdom model, and feel that this may be advantageous in 
the interpretation of wage and price movements. In our system, and by 
our method of approach, it is possible for both demand and cost elements to 
show their respective strengths. 

Some observers would base their characterisation of the type of inflation 
we have been having on the movements in such statistical series as the spread 
between wage-rates and earnings, others on the share of profits in national 
income, others on the lead-lag relationship between price and wage indexes, 
and others on the relationship between productivity and earnings. We 
select no key series for our study of this problem but try to inter-relate 
several series as part of a comprehensive model. 


A MobeEL oF THE WaGE-PRICE MECHANISM 


The central equation of the model dealing with the determination of 
wages is based on the purely conventional assumption that market prices 
move in order to wipe out excess demand or supply. Economic theory has 
given us no reason to say whether dynamic movements of relative or absolute 
prices are associated with market clearing. We assume that money wage- 
rates move over time in response to excess supply or demand in the labour 
market. This latter concept is given a statistical representation in the 
figures for unemployment, but such measures as unfilled vacancies may also 
be used. 

Actual bargaining over wage-rates takes place in terms of monetary 
units, but this is not to say that a “‘ money illusion” is involved. Both 
sides are only too aware of the “‘ real’ nature of economic affairs. Move- 
ments in the cost of living are prominent facts at the bargaining table. 
Instead of saying that dynamic movements in real wage-rates are functionally 
related to unemployment, we take the somewhat more general and more 
realistic view that the time rate of change in money wage-rates is a function 
of the level of unemployment and the time rate of change of the price level. 
A further reason for expressing the relationship in this way is that a time lag 
may exist between price and wage movements. The nature, extent and 
magnitude of this time lag is of key significance in the interpretation of 
inflation as being of either the demand or cost variety. With ten annual 
observations it is difficult to say anything very definite about the lag, but 


1 Vacancy statistics are used by J. C. R. Dow and L. A. Dicks-Mireaux, ‘‘ The Excess Demand 
for Labour,” Oxford Economic Papers, Vol. 10, 1958, pp. 1-33. 
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with quarterly data we may eventually hope to make a stronger inference, 
although not necessarily from the samples at hand. 

Two other factors are frequently mentioned in connection with wage 
bargaining—profits and productivity. To some extent price movements 
and the level of unemployment already indicate the profit position, but in 
one of our experimental computations we explicitly introduce a profit 
variable into the relationship. , 

Productivity, we believe, is more properly entered at a different stage of 
the process, but we do not rule out the possibility that it can be a variable in 
its own right in the bargaining equation and similarly include it in an 
experimental computation. 

If workers try to keep pace with the cost of living and find their bar- 
gaining power sensitive to the state of excess supply or demand in the labour 
market, we would be inclined to call the resulting movement in wages an 
expression of demand inflation. They simply follow the ordinary laws of 
the market. If, however, workers are able to push wages ahead of price 
movements or the level dictated by the state of the labour market, we have 
evidence of cost inflation spurred by deliberate trade-union action. It is 
often said that trade unions co-operated with the post-war Labour Govern- 
ment and moderated their demands in accordance with a tacit under- 
standing about general economic policy. It is further claimed that the 
trade unions became more aggressive or militant in pressing their claims 
after 1952 under the Conservative Government. To the extent to which 
trade unions can turn off or turn on steam in forcing the outcome of wage 
bargains in predetermined fashion we have cost inflation. In our equation 
we shall introduce a constructed statistical variable (sometimes called a 
“dummy ” variable) which assumes the value of zero before 1952 and unity 
thereafter, to take into account this dual character of the period under review. 
In this respect our model has some flexibility in describing events during the 
period 1948-57, but otherwise our system has the same structural coefficients 
at all times. We treat the whole group of quarterly periods since 1948 as 
homogeneous as far as the mechanism of inflation is concerned. 

Another way of expressing the power of trade unions over and above 
their market-induced strength is to note that they force wage movements on 
an irreversible path upwards. Either a steady trend growth or some type of 
“ratchet ” variable could bring out this aspect of union strength on the side 
of cost-induced inflation. Our results do not have this irreversibility, and 
perhaps they are not typical of all business-cycle movements in this respect. 
In the framework of the post-war economy there are no adequate data for 
testing this hypothesis. The pre-war data are unsatisfactory because many 
basic series are not available for that period. The power of trade unions is 
believed to have changed greatly since the War, and the structure of the 
economy as a whole has similarly changed. For these reasons, we are not 
pursuing the aspect of irreversibility in the present model. 
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We formulate a wage-rate equation, in which changes in wage-rates 
appear as a function of previous price changes, and of the level of excess 


demand for labour as indicated by our proxy measure, the level of un- | 


employment. 










The particular form that we have given to this equation originates from | 


a suggestion made to us by L. A. Dicks-Mireaux, who has pointed out the 
implications of discontinuity in wage bargaining. Broadly speaking, 
workers in any particular sector of the economy bargain for changes in 
wage-rates once a year. The extent of the change will depend on the current 
level of excess demand, but also on the change in the price level that has 


occurred since the workers in that particular sector last had an increase in | 


wage-rates, i.¢., the price change in the previous twelve months, assuming 
that workers receive wage increases at roughiy the same time in each year. 
This assumption is, of course, not strictly true, since in some years the roles 
of leader and follower in wage demands may have been altered. Neverthe- 
less, it is close to the now familiar concept of the annual round of wage-rate 
increases. It follows from this argument that wage-rate increases in any one 
quarter for workers having a change in that quarter will depend on the level 
of excess demand, and the price change over the previous twelve months. 
For workers not subject to change in wage-rates during that quarter, 
their wage-rates will be related to excess demand and prices of previous 


quarters, 7.¢., the time of their last negotiations. If we follow through this | 


scheme of discrete adjustment we find that the average wage change for all 
workers of any quarter over the same quarter of the preceding year is a 
function of a weighted average of past levels of excess demand and past 
changes in the price level. The weights in the average will depend upon 


the number of workers coming up for negotiation in each quarter, but we | 


assume an even distribution of numbers among the quarters. 
The equation to be estimated takes the form, 


U, + U,. U,_ U,_ 
(1) (eH)e— (eg = a (EEE ee es) + 


Oe (4: o~ i. + pr-a — Ds bes — fr-¢ + Pi-s —f::1) re 








ag Ft at Oy Quy + H%2Qe + %3 Qs + ty 
w, = quarterly average of index of weekly wage-rates; 
U = index of unemployment; 
f = quarterly average of index of consumers price level; 


F = political factor, zero in quarters before 1952 and unity thereafter; | 


Q, = seasonal factor, unity in the ith quarter and zero in any other 
quarter; 
u, = disturbance. 


> peers 


It may be observed at once, from the form of (1), that the institutional 


character of wage bargaining has led to the formulation of an equation, in | 
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which there is, on the average, a six-month lag between wage and price 
changes. But this lag does not carry any implications about what most 
people have in mind on the existence of demand or cost inflation. Never- 
theless, it does introduce a lag of rates behind prices. 

The political factor, F,, needs no explanation beyond that already given. 
For every equation of the entire United Kingdom model the data used are 
completely unadjusted for seasonal variation. In each equation, however, 
we include explicit seasonal variables. Inspection of graphs has led us to 
posit a linear additive seasonal component throughout. In this equation 
with four quarter changes and moving averages there is little, if any, scope 
for seasonal influence. Indeed, the empirical results indicate this below, 
but every equation was treated for seasonal variation on the same basis, and 
we include the Q,, variables here for the sake of uniformity. 

Equation (1) is a key equation in the United Kingdom model because it 
displaces, in a sense, the money balance equation for the absolute determina- 
tion of prices and wages. It is difficult, again following the Walrasian idea, 
to say what determines what in a truly inter-related system, but the main 
function of equation (1) is to complete the system in respect of the deter- 
mination of absolute wages or prices, while the cash-balance equation has 
the main function of completing the system in respect of the determination 
of the interest rate.1_ The state of the labour market displaces the state of 
the money market in determining the course of absolute prices or wages. 
“It is hardly an exaggeration to say that instead of being on a Gold Standard 
we are now on a Labour Standard.” 2 

To be as realistic as possible we have carefully formulated the bargaining 
equation of our model in terms of a wage-rate variable. Earnings, however, 
not rates, are the important cost variables to an entrepreneur. We therefore 
seek to establish a relation between the two concepts of wage payment. The 
spread between earnings and rates has, as noted above, become an im- 
portant statistical indicator in the view of many people who are trying to 
diagnose the inflationary process. Our measure of wage-rates used in this 
model is an index of weekly wages paid for a full-time standard work period. 
It is averaged to quarters for our purposes. The earnings variable is 
similarly an index of total wages paid for a week’s work regardless whether 
that week’s hours consist of short time, full time or overtime. It includes 
bonus or other premium payments as well. In some analyses an attempt is 
made to measure hourly earnings, in which case weekly earnings would have 
to be adjusted to a uniform number of hours worked, but we make no such 
adjustment. 

1 These ideas are developed in connection with similar American models in L. R. Klein, “‘ The 
Empirical Foundations of Keynesian Economics,” Post Keynesian Economics, ed. by K. Kurihara (New 
Brunswick: Rutgers Univ. Press, 1954), and L. R. Klein and A. S. Goldberger, An Econometric Model 
of the United States: 1929-1952 (Amsterdam: North Holland Publishing Co., 1955). 


2 J. R. Hicks, ‘‘ Economic Eoundations of Wage Policy,” Economic JourNaL, Vol. LXV, 
September 1955, p. 391. 
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If workers are paid, wholly or partially, on a piece basis, their earnings 
will rise with rising productivity; therefore the excess of the earnings index 
over the rate index is made to depend on the level of productivity. For 
those workers geared to a time rate of pay, their earnings will vary with 
hours worked. As they work more or fewer hours they will earn more or 
less per week. In addition, overtime work will provide a premium rate of 
pay. We make the spread between the two wage indexes a function of 
hours worked as well as of productivity. Hours worked are one of the most 
sensitive indicators of economic activity; therefore it is not necessary to 
introduce another variable into the relationship to indicate the level of 
demand pressure. The hours contribution to the earnings-rate spread 
seems to be a measure of demand pull, while the productivity contribution 
* is perhaps more mixed in its cost and demand elements. Some writers, 
however, regard any positive movement in the spread as demand inflation. 
Our second equation takes the form 


(2) Wa — Wy = Bik, + Bo(P/hE,), + B + BaQu + BroQe + BrsQa + ty 


w, = quarterly average of index of weekly earnings; 
h = quarterly average of index of hours worked per week; 
(P/hE,) = quarterly average of index of productivity (industrial pro- 
duction index divided by index of weekly man hours in 
corresponding production industries). 





In contrast with the previous equation, there is a significant seasonal factor | 


in the excess of earnings over rates, and the seasonal variables introduced in 
this equation are more important than in the previous one. 
Hours are introduced as an explanatory variable in equation (2); hence 


we include an equation in our sub-system to show how hours worked are | 


related to some of the other variables included in the same sub-system. 
Short of a presentation of our entire model consisting of more than a score 


of equations, we cannot show how industrial production is related to other | 


variables of the system. For the purposes of the present paper we leave the 


system open at the production end. It is a partial and not a complete | 


analysis. 


When output is high hours worked are high. Hours are fairly closely | 
tied to the general business cycle. They are also related to the pressure on | 


facilities. When activity is slack, short time is introduced, and when labour 
is very scarce overtime comes back into operation. Our third equation thus 


relates the hours index to indexes of industrial production and of unem- 


ployment. 
(3) b= nP.+r( 





U, + U,-1+U,-2+ ses 4 
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Y + y1sQu + YosQe: + YasQa: + Us, 


This equation shows that the hours variable in (2), accounting partially for 
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the earnings-rate spread, is, in turn, related to the level of activity measured 
both by P, and the average of unemployment. 

The completion of our sub-system involves the construction of an 
equation giving a direct link between wages (earnings) and prices. It is, in 
effect, an equation of mark-up over prime costs. In the debates on the 
theory of the firm the adherents of full cost pricing as a pattern of behaviour 
would suggest an equation roughly similar to that which we propose below. 
An alternative approach, which we have not followed in this particular 
model, would be to construct equations proposed by the adherents of mar- 
ginal analysis, 7.e., marginal-cost or marginal-productivity equations. Such 
equations, transformed into equations of labour’s share on the assumption of 
an exponential production function, have been estimated in the econometric 
models of the American economy. The equation of entrepreneurial be- 
haviour introduced here is similar to that used in the model of the Dutch 
economy.? In our mark-up equation the index of price of final output is 
made a function of the earnings index, the import price index, and an index 
of indirect tax rates. 


(4) p, = 8:(w.), + 52(p,):-2 + 537, + 8 + 8),Q1 + 5n.Q%, + 53,03, + va: 

p; = index of import prices; 

T = index of ratio of indirect taxes less subsidies to consumer ex- 
penditures. 


It is assumed that import prices affect final output prices with a time lag of 
2 quarters, but a somewhat shorter lag, a somewhat larger lag or even no lag 
at all would not have greatly altered our statistical results or the conclusions 
based on them. 

It may be thought that the mark-up over costs varies cyclically, and we 
have looked into this possibility by adding a productivity variable to the 
equation in an experimental calculation. Increasing productivity enables 
producers to moderate mark-ups over costs and yet retain levels of profits. 
We should expect to find a negative coefficient of a linear productivity 
variable if one is added to an equation like (4). Other cost variables may 
be considered as well, but we have restricted the analysis to prime costs 
covering wages, imports and taxes. To the extent to which fluctuations in 
import prices contribute to final price fluctuations we have a form of cost 
inflation (or deflation) but not one that is attributable in any sense to trade- 
union power. In this equation and in our entire United Kingdom model 
import prices are treated as exogenous. While we attempt to close the 
system at many points in the trading accounts, we Make no attempt to do so 
with respect to import prices. 


1 L. R. Klein and A. S. Goldberger, op. cit. 
* See Scope and Methods of the Central Planning Bureau (The Hague: Central Planning Bureau, 
1956), pp. 70-3. 
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STATISTICAL EsTIMATES OF THE MODEL 


The four equations outlined in the preceding section have all been 
estimated from quarterly data of the period since 1948. The method of 
estimation used is known, in technical terms, as limited information maxi- 
mum likelihood, a variant of the well-known method of maximum likelihood. 
This method has the desirable property of taking into account the structure 
of an interdependent model when estimating any particular part of it. For 
this reason it avoids the problems of bias (large sample theory) prevalent in 
application of what might be called single-equation methods such as the 
familiar methods of multiple-correlation theory applied to any particular 
equation without reference to the fact that it is imbedded in a larger inter- 
related system. Our method also has desirable properties in forecasting for 
the economy as a whole and is being used to estimate the entire United 
Kingdom model. The present estimates are a by-product of this effort.* 

The estimated set of four structural equations in our partial model with 
sampling errors noted in parentheses is 


(le) (w,).— (w,)s-4 = — 0-091 (4 + U,-1 a U,_2 + =) + 
(0-013) 
0-854 (4: = hs Pr-y — Pr-s pes — pre + fir-s — P.-0) 4 
(0-092) 








2-90 F, + 10-26 + 0-10 Q,, + 0-30 Qe, + 0-19 Qs, 
(0-40) (1-41) + (0-57) (0-57) (0-57) 
(2e) (w,), — (w,), = 2-06h, + 0-625(P/hE,), — 272-72 + 
(0-54) (0-150) (45-80) 
0-00101, a 1-580 », a 5540 x 
(0-96) (0-98) (1-36) 
(= + U1 tee + =i.) + 


90-20 — 0-11Q1, + 0-15Q 2 + 0-83Q, 

(1-13) (0-20) (0-20) (0-22) 

(4c) p, = 0-421 (w,), + 0-216(p,),-2 + 0-0137; + 35-65 + 
(0-013) (0-030) (0-161) (13-03) 

0-940, + 2-060» + 1-180; 

(0-50) (0-50) (0-50) 
All variables are measured as index numbers which average to 100 in 
the base period calendar year, 1948, except Q, and F,. These are 





(3e) h, = 0-089P, + 0-0068 
(0-007) — (0-005) 


1 Substantive economic content and not econometric method occupies our main interest in this | 
paper; therefore we shall not discuss the details of the estimation procedure. The method is ; 
explained and described in L. R. Klein, A Textbook of Econometrics (Evanston: Row Peterson and f 


Co., 1953). An example of its application to similar problems is given in L. R. Klein and A. S. 
Goldberger, op. cit. 
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constructed variables which take on the values of zero or unity in specified 
quarters. 

The estimate of equation (1) gives a close correspondence between actual 
and computed four-quarter rates of change in wage-rates. The degree of 
correlation, adjusted for degrees of freedom used up in estimation is 0-93 in 
our sample of 36 quarterly observations over the period 1948-56.1 The 
residual variation appears to be slightly auto-correlated, thus indicating 


that we have not isolated all the non-random factors. We measure auto- 
se" : - 2 OF , 
correlation in residuals by the statistic known as the ratio of the mean 


square successive difference to the variance.* For values above 1-4 in 
samples of our size we accept the hypothesis of non-auto-correlation at the 
5% level of significance. In the present case our value is estimated at 1-02. 
By another test using a statistic which is smaller than - by the factor W : 
(NV = sample size), we find an indecisive answer to the question whether or 
not there is significant auto-correlation.® 

Our estimated equation suggests three positive conclusions: (1) Excess 
demand for labour as represented by a moving average of unemployment 
has been an important factor over the sample period. (2) Wage-rate ad- 
justment to price changes has in effect roughly compensated for the effects 
of price increases between the times at which increases in wage-rates have 
been obtained. (3) The behaviour of wage-rate changes before 1952 is 
markedly different from that after 1952. The latter point is illustrated by 
the magnitude and statistical significance of the coefficient of F, in (le). 
On the average, wage-rates moved up over a four-quarter interval by 2-90 
more index points after 1952 than before, ceteris paribus. This might be 
taken as evidence of the strength of cost inflation. 

Since the change in wage-rates is measured over a period of four quarters, 
seasonal factors are effectively repressed. This is indicated by the small 
sizes and comparatively large sampling errors of the coefficients of the Q » 
in (le). 

The main influence of demand inflation should be shown through the 
coefficient of (= + U1 1a + Ut-s 
averaged over the past four quarters. As would be expected from a priori 








), the index of unemployment 


1 Although this is not an ordinary multiple-correlation estimate, we can compute an overall 
correlation coefficient defined as (1 — S,#/S,*)*, where S,? is the estimated variance of disturbances 
(determined from the variance of residuals) and S,? is the variance of the normalised variable in the 
equation (the variable with a unit coefficient). 

* B. I. Hart and J. von Neumann, “‘ Tabulation of the Probabilities for the Ratio of the Mean 
Square Successive Difference to the Variance,” Annals of Mathematical Statistics, Vol. XIII, 1942, 
pp. 207-14, 

* J. Durbin and G. S. Watson, “ Testing for Serial Correlation in Least Squares Regression, 
II,” Biometrika, Vol. 38 ,1951, pp. 159-78. 
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considerations, this coefficient is negative and has a relatively small sampling 
error. In earlier work we estimated (le) in the form. 





(Ie) (wy)e — (wea = 0-001 (T+ Fir f Phe F Os) 4 
(0-017) 
0-975 (p, — fis) + 3-88F, + 2-40 — 0-31Q,, — 0-250 », — 0-030Q,, 
(0-115) (0-48) (2-05) (0-67) (0-67) (0-67) 


It will be noted that the principal difference between (le’) and (le) is 
the size and significance of the coefficient of the moving average of un- 
employment. ‘There seems a pronounced tendency for this coefficient to 
increase in absolute size and significance as we increase the lag in the price 
change. The estimate of (le’) was obtained using the method of limited 
information. We experimented, however, with an alternative form of (le’) 
using (f,-1 — f;-s5) as our price variable, and making use of the method of 
least squares. As we have observed, least-squares estimates of an equation 
of the form (le) or (le’) will be biased estimates, but though they are biased, 
they probably give a good estimate of the change to be expected from 
introducing a new variable. Using (f,-1 — f#,-5) as our price variable, 
the coefficient of (Cb Sot Sate =) jumped to 0-06, and was 
significant as opposed to the estimate in (le’), which is only just greater than 
its sampling error. Least-squares estimates of (le’) gave us a coefficient of 
0-039, which suggests that 0-06 represents an upward biased estimate; 
nevertheless, the added importance given to the influence of demand as a 
result of the introduction of a price lag appears to be firmly established. 

This result indicates that the magnitude of the coefficient of the moving 
average of unemployment in (le) is not unexpected, since we have, in effect, 
an average lag of price changes of six months. The actual size of the co- 
efficient in (le) indicates that if the average price change were zero, and 
F, = 1 for all ¢, the index of the moving average of unemployment would 
have to be about 150 before the change in wage-rates would become nega- 
tive. The rise in the coefficient of (Mn Std Seat Se) in (le) 
as compared to (le’) has been partially offset by the increase in the constant 
term from 2-40 to 10-26, which represents the trend increase in wage-rates. 

This raises the question to what extent equation (le’) can be considered 
reversible. It would undoubtedly be felt by some that even if the price 
level could be stabilised over the requisite period, a rise in the index of the 
moving average of unemployment to 150, representing an absolute level of 
unemployment of about 350,000, would not be sufficient to result in an 

1 It may be observed that the least-squares estimates of the coefficients in (le) are hardly 
distinguishable from those obtained using a consistent method of estimation. The coefficient of 


the moving average of unemployment is 0-089 as against 0-091, and that of the distributed lag in 
prices, 0-812, as against 0-854, with the sampling errors being virtually unchanged. 
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actual decline in the wage-rate index. In the case of equation (le’), un- 
employment would have to be about 520,000 before this eventually would 
take place, with perfectly stable prices. Even in this case, many would 
doubt this conclusion. 

‘ We prefer to reserve judgment on this point. The ever-continuing up- 
ward movement in money wage-rates is only an assertion by some econo- 
mists, who can read basic trends from something like a decade or two of 
experience. We believe that logically equation (le) is more satisfactory 
than equation (le’), since it reflects more closely the institutional character 
of wage bargaining, although it increases the possibility of a fall in the wage- 

' rate index when the price level is stable. On the basis of our sample we are 

unable to reach any positive conclusion on this matter. Other economists 

have emphasised that the relation between changes in wage-rates and excess 
demand for labour is non-linear, so that a considerable rise in unemployment 

(say) may take place with the wage-rate index being unaffected.1. We have 

seen no empirical evidence that justifies the fitting of a non-linear rather 

than a linear function to the sample data, though to some this procedure is 
highly plausible on a priori grounds. 
In assessing the responsibility for inflation it is important to be able to 


i specify the lags involved, if any. As already pointed out, the particular 
' form of the wate-rate equation (le) has a built-in lag of six months between 
r | wage-rate and price changes. However, our sample does not permit a 


statistical discrimination of any other lag. 

' We have already mentioned the possibility that either the level of profits, 
changes in productivity or both should be included as variables in our wage- 
rate equation. Utilising the method of least squares, we have experimented 
with their introduction into equation (le’). 


Ve 


7 Productivity change over four quarters when introduced into (le’) 
1 | leaves the estimates of the other coefficients nearly the same and itself carries 
i a negative coefficient. As a result of this finding we concluded that the 
‘ inclusion of productivity change would not improve our basic model. 
The influence of profits was assessed by a similar least-squares computa- 
) tion, using as a variable the average of our index of company profits over the 
t last four quarters. The result was that a positive coefficient larger than its 
. { Sampling error was obtained on the profit variable. The coefficients of the 
j other variables were, however, reduced, and strong auto-correlation was 
. introduced into the residuals. This seems to lend weight to the idea put 
‘ forward above that the influence of profits is largely reflected already in the 
of 1 In this connection we may mention the work of J. C. R. Dow and L. A. Dicks-Mireaux “‘ The 
n Determinants of Wage Inflation: United Kingdom, 1946-56,” 7.R.S.S. forthcoming and a recent 
} paper by A. W. Phillips ‘“‘ The Relation between Unemployment and the Rate of Change of Money 
ly | Wage Rates in the United Kingdom, 1861-1957,” Economica, N.S. Vol. XXV, 1958, pp. 283-300. 
of Phillips explains wage-rate changes in terms of unemployment alone, except in period of rapidly 
in rising import prices. He estimates a non-linear (i.e., logarithmic) relation between wage-rate 


changes and unemployment. 
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other variables. Accordingly, we have not included the profit variable in 
our unbiased computations. We have conducted these experiments in an 
equation of the form (le’). We believe, however, that the results obtained 
may be extended to an equation of the form (le), and have therefore not 
included either the change of productivity or our profits variable in our 
basic equation. 

Equation (2e) above represents the spread between earnings and wage- 
rates. As it stands, this is in terms of the levels. The degree of correlation 
is estimated at 0-93, which indicates a fairly close agreement between the 
actual and computed value of the spread. Unlike the previous equation, 


however, its residual variation is decidedly not free of serial correlation. For 
2 
this equation the measure {2 comes out as low as 0-73, which indicates a 


fairly high degree of auto-correlation in the residuals. The reason for this 
is not far to seek. Over the period covered by our sample, the spread has 
grown at a fairly steady trend rate. However, in explaining the spread we 
have used variables that are cyclical in character, the result being that we 
have introduced a cycle into the residuals which is inversely related to the 
cycle followed by the variables used. 

In this case we have made an experimental calculation which removes the 
serial correlation of residuals, i.e., we have transformed all the variables to 
first differences. With the first-difference transformations we have made a 
simple least-squares estimate of (2e) to compare with the same kind of esti- 
mate of the equation expressed in its original form. The two least squares 
estimates are, 

(2e’) (w,— w,), = 1:55h, + 0-538(P/hE,), — 211-38 — 0-414Q,, + 

(0-67) (0-118) (56-95) (0-93) 
1-100 » + 4:75Q% 
(0-94) (1-39) 


(2e"”) A(w, — w,),= 1-737Ah, + 0-044A (P/hE,), — 0-00657AQ y + 


(0-365) (0-09) (0-3275) 
0-346AQ », + 0-205AQ; 
(0-377) (0-87) 


The estimated equation (2e’) is roughly similar to that in (2e), and the degree of 
serial correlation in the residuals is equally high. On the other hand, (2e”’), 
the estimate from transformed data, has no significant serial correlation in the 
residuals but gives a different figure for the relative importance of productivity 
in accounting for the spread. If anything, our estimates in (2¢) are over- 
generous in attributing fluctuations in the spread to those in productivity. 

Our results are not inconsistent with the hypothesis that the spread is 
largely influenced by the level of demand. As pointed out above, hours 


1 These differences are from quarter to adjacent quarter and not over four quarter periods as in 
equation (le). 
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worked constitute a very sensitive indicator of the level of demand. In one 
sense hours worked contribute to the spread in a purely accounting manner, 
as do, other things being equal, increases in output per man hour for piece- 
workers.1_ We are unable, however, to separate out the relative importance 
of these two influences. No doubt, overtime, bonus payment, premium 
rates and changes in the length of the “ official ’’ working week have all 
been important. On the demand side, it is often argued that a high level of 
demand has led to payments above the “ official ’’ rates to bid labour away 
from some firms into others. Our results are consistent with either hypo- 
thesis alone or a combination of both. 

It is interesting to compare our results with those obtained by the 
Swedish economists Bént Hansen and Gésta Rehn in their study of the 
Swedish economy.? They start from the assumption that wage-rates are 
fixed institutionally, and that the influence of economic forces is reflected in 
the spread between earnings and wage-rates, which they describe as the 
“wage drift.” In our model we have not followed this assumption about 
rate fixing, putting forward instead the hypothesis that changes in wage- 
rates are influenced by changes in the cost of living, by the demand for 
labour and by the political climate. 

The procedure followed by Hansen and Rehn was to take a sample of 
annual data 1947-54, applied to eight main groupings within Swedish 
manufacturing industry. Briefly, their findings suggested that the main 
influence determining the ‘‘ wage drift”? in Sweden over these years has 
been excess demand. They tested the further influence of ‘‘ excess profits,”’ 
and the hypothesis that increases in productivity have contributed sub- 
stantially to the drift in the manner outlined above. Neither was found to 
be significant. 

The relations estimated were between the rate of change of the ‘‘ wage 
drift,’ the level of excess profit, the level of excess demand and the rate of 
change of productivity. It may be pointed out that while in our model 
productivity makes a significant contribution to the spread between earnings 


* and wage-rates, when all variables are expressed as levels, productivity 


ceases to be a significant factor in our least-squares computation, in which 
rates of change were introduced. It would appear therefore that our 
findings are not inconsistent with those of Hansen and Rehn. However, it 
must be re-emphasised that we have included an index of hours worked in 
our computation, which is an indicator of the direct influence of demand in 
the spread, but which also reflects other influences, and we have used weekly 
and not hourly earnings. Hansen and Rehn, on the other hand, construct 

? Among other things equal here, would be the timing of particular jobs. The effects of higher 
productivity on the spread may be to some extent offset by re-timing and re-estimating after the 
introduction of new capital equipment. We are unable to make any reliable estimate of the 
importance of this factor in cancelling out productivity changes. 


* B. Hansen and G. Rehn, “‘ On Wage Drift, a Problem of Money Wage Dynamics,”’ printed in 
Economic Essays in Honour of Erik Lindahl (Stockholm; Ekonomisk Tidskrift, 1956, pp. 87-139). 
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an index of excess demand for labour, in some cases by taking the difference 
between unfilled vacancies and numbers unemployed, in others, where the 
numbers unemployed in the industry could not be ascertained, by using 
vacancy statistics alone. We have included an explicit labour-demand 
variable, in the form of an average of the last year’s unemployment, in the 
wage-rate equation (le). This reflects our belief that the demand for labour 
can affect the wage bargain as well as the “‘ wage drift.” 

We include the equation for hours worked in the sub-system to illustrate 
one of the ways in which demand enters the inflationary process. Our 
estimates in (3e) produce a correlation coefficient of 0-93 and a serial correla- 
tion measure of 1-23. Again we find evidence of slight serial correlation in 
residual variation. : 

It appears that the most important factor explaining the level of hours 
worked is the level of production. The coefficient of production is small, 
but many times its sampling error. The small size of the coefficient is 
explained by the relative magnitudes of the range of the hours and production 
indices over the sample period. Hours worked are, on the whole, a fairly 
stable input into the productive process. Our estimates show that roughly a 
10% change in the industrial production index is required to produce a 1% 
change in the hours index. The unemployment variable adds little to the 
computation. The coefficient is small, as one might have expected, but the 
sign differs from that anticipated, and the sampling error is sufficiently large 
to admit the hypothesis of either a positive or negative true value. 

Thus it would be possible to substitute industrial production for hours 
worked in equation (2e), illustrating the relation of the spread between earnings 
and wage-rates to the force of demand. Under the assumptions made in our 
model, this would, however, obscure the underlying chain of relationship. 

Equation (4e) is the price or “‘ mark-up” equation. As pointed out 
above, the price index here used is that of the general price level of consumer 
goods. In the econometric model we also determine the price of investment 
goods, as a function of earnings and imported non-ferrous metal prices. 
These two price indices can be weighted together to obtain an index of the 
general price level if so desired. The result established by the limited 
information estimate of (4e) is among one of the firmest in the model. The 


degree of correlation corrected for degrees of freedom is 0-996, which is very 


, . , &2 i ta 
high. The measure of serial correlation 2 is 1-16, which indicates a 
moderate amount of serial correlation in the residuals. 


1 Hansen and Rehn attach significance to the use of vacancy statistics in addition to those on 





‘ 


' 


7 
s 


unemployment in order to measure excess demand during a period of sustained inflationary pres- | 


sure. Following the suggestion of J. C. R. Dow, we have made experimental computations with a 


measure based on vacancy statistics (unemployment deflated by index of vacancies), and found the [| 


results on the basis of least-squares estimates not to be different in any essential way from those using 
ordinary unemployment figures. Cf. J. C. R. Dow and L. A. Dicks-Mireaux, Joc. cit., for com- 
parisons of vacancy and unemployment statistics. 
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It will be observed that the coefficients of (w,), and (,),. are many 
times their sampling errors. The coefficient of our measure of the influence 
of indirect taxes, however, is small, and very much smaller than its sampling 
error. As stated, we have expressed total indirect taxes paid, less subsidies, 
as a proportion of consumers’ expenditure. Variations in this ratio have, 
on the whole, been small compared to the substantial changes in the indexes 
of earnings and import prices, which are also included in the equation. 
Since the simple correlations between (w,), and p, and between p, and 
(p;):-2 are so high, there is very little residual variation to be explained by 
the indirect tax variable. As changes in indirect tax rates are specifically 
directed, it might, perhaps, be argued that such changes tend to affect prices 
of, and expenditures on, particular goods, but will show little effect on the 
consumer price level as a whole, since the effects of the imposition of higher 
taxes on specific goods, may simply be to divert the expenditures elsewhere. 

In the case of this equation there is remarkably close agreement between 
the results of the estimation by the method of limited information and by 
the method of least squares, which is largely a result of the high overall level 
of correlation. Applying the least-squares procedure to the equation in the 
form presented above, we obtain the result 

p, = 0-418(w,), + 0-217(p,),-2 + 0-023(7), + 34-83 + 0:940.4 + 

(0-013) (0-030) (0-160) (12-92) (0-50) 
2-060 », + 1-18Q,, 
(0-50) (0-49) 


In a prototype model, based on a decade of annual data, this equation 
was estimated using Theil’s two-rounds method,! in the form pf, = A + A, 
(w,), + Ae (p,) Using annual data, the seasonal variables and the lag in 
import prices disappear. We then obtained A, = 0-48 and A, = 0-34, 
where the A; are estimates of the A;. There is thus a very close relation 
between these three results, all obtained using different methods of estima- 
tion, and in the latter case using annual rather than quarterly data. 

We experimented, using least-squares estimates, with the introduction of 
productivity into the equation. In formulating the “‘ mark-up”? in his 
statistical study, Dow introduced productivity as an alleviating factor on the 
influence of a rise in earnings on prices.2. This follows the general custom 
of arguing that prices will be stabilised provided that earnings do not rise 
faster than productivity, or more generally that in times when productivity 
is rising fastest, prices will rise less fast than earnings. The least-squares 
estimate yielded a small coefficient of productivity with a positive sign 
contrary to expectations, and the sampling error was sufficiently large for 
the “true” value to be assumed to be either positive or negative. We, 


1 H. Theil “‘ Estimation of Parameters of Econometric Models” in the Proceedings of the 28th 


Session of the International Statistical Institute (Rome, 1953), Tome XXXIV 2eme Livraison, pp. 
122-9, 


* Dow, loc. cit., p. 269. 
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therefore, concluded that our result afforded no evidence for the belief that 


the ‘‘ mark-up ”’ varies in response to changes in productivity. Our results | 
suggest that earnings have been rougly twice as important, at the margin, 7 
as import prices in determining the level of consumer prices over the period © 


of our sample. It must not, however, be forgotten that in some sense we 
have established an average relationship, and this does not rule out the 
possibility that over certain periods within the sample, import prices may 
have contributed very much more than earnings to the rise in prices, as, for 
instance, at the time of the Korean War and shortly afterwards. How close 
we are to having established a basic structural relationship depends on the 
representative character of the sample, and as we have suggested elsewhere 
in this paper, there are reasons which give rise to doubt whether our sample 
is a representative one. 


CONCLUSIONS 


Our particular model of the inflationary process brings out points that 
have been raised by different authors and attempts to follow through some 
inter-related patterns of behaviour in the sphere of wage and price determina- 
tion. This model contains elements of both cost and demand inflation. 
Our model is not unique, as judged by its agreement with observed data, 
and it contains flaws; nevertheless, it appears to be reasonable, and the 
difficulties that it encounters are inherent in the nature of our basic economic 
information. We are not able to discriminate between certain competing 
key hypotheses, but it does not appear that other methods of analysis will be 
able to do so either. 

The weaknesses of our results, such as serial correlation of residuals and 
some relatively large sampling errors, may perhaps be erased in a model of 
the same general type that specifies different relations among the variables 
or uses some more complex methods of parameter estimation, but we know 
of no such findings. Our model is aggregative, as is most of the analysis of 
the inflation problem, but one disaggregative type of analysis has been 
mentioned by several writers, namely, that changes in productivity in 
certain leading and rapidly advancing industries have been influential in 
securing favourable wage bargains in those industries in the first instance and 
that such awards have later spread, on equity grounds, to other sectors of the 
economy where productivity has advanced less rapidly. Phenomena like 
these are not adequately handled by our aggregative model, but they are not 
necessarily contradictory with what we find. 
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The model we have presented does not have irreversibilities that often are | 
ascribed to the behaviour of wage-rates in modern society, but for the | 


period under review a model with irreversibilities will probably not function 
much differently from ours. The test of the irreversibility hypothesis is yet 
to come, but we remain unconvinced of its correctness. 

Our statistical analysis covers the post-war period as a whole. 
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a set of average relationships, which do not rule out dispersion. In the 
Korean period import prices were obviously of extraordinary significance. 
Some writers, such as Robbins, point to mainly demand inflation until the 
most recent months, when cost influences are considered to bedominant. Our 
only claim is that our model will tend to depict behaviour on the average. 

We cannot say whether there is a lag of a quarter or more in the adjust- 
ment of wage rates to price changes (see equation (le)), but if there were 
definite evidence in favour of a lag we would lean more to the side of demand 
than to the side of cost inflation in the absence of substantial changes in 
import prices. The main element of demand inflation in this equation is 
through the effect of unemployment on wage-rates. Our estimates of 
equation (le) indicate the importance of the demand for labour, as repre- 
sented by our variable on unemployment, on changes in wage-rates. 

Demand also enters the process through the strong influence of hours 
worked per week on the earnings-rate spread—the wage drift. Through the 
mark-up equation we have a measure of the influence of labour cost on price 
and import cost on price. These are both aspects of cost inflation, but the 
respective origins of cost must be kept firmly in mind when assessing the 
blame for inflation and formulating remedial policy action. 

On the basis of our results we should be inclined to rule out the direct 
structural influence of productivity on wage-rate setting or on price mark- 
ups. We similarly exclude profits from direct consideration in the rate 
equation. This is not to deny obvious chains of indirect influence of either 
variable throughout a larger and more complete inter-related system. 

Our main point is that we should keep the inter-related structure of the 
economy more firmly in mind and not fall into the trap of ascribing our 
present difficulties with control of inflation to any single source in the 
economy. 

As these pages are written, some countries in the Western World are 
experiencing a cyclical sag in output and accompanying growth in unem- 
ployment. Many people have been impressed by the fact that even during 
this cyclical phase, prices and wages have continued to rise, and they have 
taken this to be evidence that the prevailing structure should be described as 
cost, rather than demand, inflation. 

Two points may be made in this connection. In the first place with 
regard to changes in the general consumer price level, it has been pointed 
out by Clague, that in the case of the United States, rising prices during the 
early stages have been a feature of previous recessions.2, The American 
Consumer Price Index continued to rise for some time after the fall in 
production and employment and finally fell in the summer of 1958. The 


* Subject to the above-cited influence of pace-setting industries. 

* E. Clague “‘ The Consumer Price Index in the Business Cycle,” Monthly Labor Review, Vol. 81, 
1958, pp. 616-20. G. H. Moore, in his work on statistical indicators of business cycles, confirms 
this laggard behaviour of consumer prices at the upper turning point. See G. H. Moore, “ Mea- 
suring Recessions,” Journal of the American Statistical Association, Vol. 53, 1958, pp. 259-316. 
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explanation of this is largely to be sought in the make up of the index (which 
closely resembles the price index used in our computation). The food 
component carries a large weight, and the comparative volatility of food 
prices is well known. Although, as Clague shows, durable goods prices 
respond fairly quickly to changes in the level of production, food prices are 
closely related to seasonal factors, and to the prevailing weather conditions, 
A poor harvest prior to the onset of a recession may keep food prices rising, 
the overall effect of which may offset falls in other prices to the extent that 
the total index rises rather than falls. The exceedingly great harvest of 
1958 has been mainly responsible for the summer and autumn drop in 
American prices. In the longer run, it appears, food prices have adjusted 
themselves to the changed general economic conditions. Finally, a re- 
cession may get under way just before a normal seasonal pressure on food 
prices, so that the total index may still rise as output and employment fall. 
If the recession were sufficiently brief, it is possible that other prices may 
recover before the special factors keeping up the total index have worked 
themselves out, so that the impression is given that the recession has had no 
effect on prices. It follows that considerable care must be taken in inter- 
preting movements in the consumer price level, when drawing conclusions 
about the character of current inflation. Wholesale prices, during the 
current American recession, did fall shortly after production turned down if 
food prices are excluded from the index. 

Secondly, with regard to wage changes, it may be argued by those 
placing emphasis on demand that wage increases were much more difficult 
to obtain during the recession, and are much reduced in size. Bargaining 
power was distinctly impaired by unemployment. Both sides in the con- 
troversy have elements of truth in their arguments. 

The dampening of demand had not fully checked inflation at the time 
of writing, and a simple theory leading to an equally simple policy proposal 
does not seem adequate to the situation. But neither would a “ deal” 
with the trade unions on a national wages policy, advocated by some ex- 
tremists on the side of cost inflation, do the trick. It is a very simple 
solution based on a very simple theory. Just as we argue here for more 
tolerance for alternative points of view on the matter of a theoretical des- 
cription of behaviour, we feel that a broader approach to policy control 
based on both demand and cost aspects of the situation would lead to more 
fruitful results. 

L. R. Kien 
R. J. Baty 
University of Pennsylvania. 


1 B. C. Roberts, ‘‘ Lessons of a National Wages Policy,” The Times Review of Industry, May 1958, 
pp. 36-7. Roberts remarks that even if a sensible agreement is worked out on a national scale 
among government, employers and trade unions, ‘‘ No trade unionist is able to stand silently by, as 
the Dutch have found out, when profits are rising rapidly.”” We may prefer to cite another measure 
of activity besides profits, but the point of Roberts’ observation remains well founded. 
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THE EXPENDITURE TAX AND SAVING? 


Tue publication of Mr. Kaldor’s book An Expenditure Tax * has revived 
interest in the characteristics of a system of taxing personal expenditure 
rather than income. In addition to the many reviews of the book ® there 
have also been contributions on specific points. This note is confined to 
what is historically the central question about an expenditure tax: what will 
be the effect on personal saving if an expenditure tax is substituted for an 
income tax? 

Let us consider first the case of a representative man who performs one 
single act of saving in year 0. The return to saving is in cash form and is 
paid yearly at the fixed rate of 100r% per annum (gross), the whole of this 
annual interest income being spent in the year of receipt. At the end of n 
years the principal is spent on consumption goods. 

Professor Pigou ® has shown that with a proportional income tax at a 
rate of 100x%, the amount of tax payable in year o on £1 of income is £x if 
none of it is saved; if all consumption out of it is deferred until year n, the 
present value of the total tax payable is given by 


l 
gfe +0 —9 {1-H ] 
Alternatively, if we look at net sums consumed and saved, the saving of £1 
attracts a stream of future tax having a present value of £x(1 ~- Tay) ‘4 
whereas no tax is payable at all in future years in respect of £1 consumed 
a? we now take a tax on expenditure levied at what may be called an 
equivalent rate to the income tax, we have a tax rate of 100e%, where 


x ae , , 
sieak or £1 of consumption in year o will attract £e in tax; £1 saved 





1 T have benefited a great deal from discussions with Sir Dennis Robertson, Milton Friedman 
and A. D. Roy on this topic. 

* London: Allen and Unwin, 1955. 

* E.g., R. A. Musgrave in American Economic Review, March 1957; I. M. D. Little in Economic 
Journa, March 1956; A. R. Prest in Lloyd’s Bank Review, October 1956. 

* E.g., E. Cary Brown, “ Mr. Kaldor on Taxation and Risk-bearing,” Review of Economic Studies, 
October 1957. 

5 A Study in Public Finance (London: 3rd edition, Macmillan), Chapter X. 

* It might be argued that the more appropriate rate of discount in the income-tax case would be 
the net rate of return, i.e., 100r(1 — x)% rather than the gross rate, 100r%. Ifso, the present value 


of tax payable on £1 of temporarily unconsumed income becomes £| x + x { 1— wearca'}] 


This refinement does not affect the general lines of our argument, but we shall take it into account 
when necessary. 
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in year o and dissaved in year n will attract tax to the present value of 
£ | ri7 +e (1 _ Ta) | which reduces to £e. Therefore the same 
(present value of) tax is payable whether £1 is saved or spent. Similarly, 
it will follow in the expenditure tax case that the ratio of (the present value 
of) tax to income will be the same whatever the relative amounts spent in 
year o or saved until year zn. 

Hence, the substitution of the equivalent rate expenditure tax for the 
income tax must normally be expected to increase saving, the price of future 
consumption having been reduced relatively to that of current consumption, 
The increase in saving will depend on the exact extent of the reduction in 
the price of future consumption (given by x, r and n) and people’s reactions 
thereto.* 

Or at least this would be so in the absence of uncertainty about future 
tax rates. In the case of the income tax, a rise in the tax rate in future years 
will mean a larger tax deduction from investment income; in the expendi- 
ture tax case it will mean not only a greater tax on investment income but 
also a greater tax on the spending of the principal in year n. It might be 
said that the most reasonable assumption in year o is that equal probabilities 
can be assigned to future tax increases and decreases. But this does not 
dispose of the point. On the usual risk-theory basis, some sort of premium 
must be deducted from the savings-incentive of the expenditure tax to allow 
for the possibility of future tax changes. How great this should be and how 
much it would offset the savings advantages of the expenditure tax is a 
matter of conjecture. 

Up to this point we have compared equivalent rate income and ex- 


penditure taxes. But if we take e = 





i = ~ the expenditure tax will clearly 
not produce as much revenue as the income tax to the Government when 
saving is positive, as it usually is, for society as a whole. To get the same 
revenue” we must postulate an expenditure tax rate of 100e’% where 
po oe 

~ (1 — x) 
able in the income tax case) which is consumed in the expenditure tax case. It 
will still be the case that with an expenditure tax the tax burden on an indi- 
vidual in respect of £1 saved will be thesameas that'for £1 spent, but it will now 


e , ¢ being the fraction of Personal Income (net of the tax pay- 


1 We ignore the case where the supply curve of saving with respect to interest rates is negatively 
inclined. 

2 It might be argued that it is not necessary to secure the same revenue to the Government in 
both cases, on the grounds that the greater private saving with the expenditure tax may compensatt 
for the smaller (greater) government surplus (deficit), thereby keeping employment and national 
income at the same level in both cases. In such an eventuality, however, one is not simply com- 


dient call 


paring the relative effects of an income tax and an expenditure tax on saving but rather the relative ' 


effects of an income tax and an expenditure tax plus the change in monetary conditions associated 
with the smaller (larger) government surplus (deficit). 
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be £e’ in both cases and not £e. The fact thatthe Government collects more 
revenue in year 0 in the e’ case than in the e case will mean a smaller post-tax 
income for the private sector and hence, presumably, both less consumption 
and less saving, than in the e case. But saving will continue to be greater 
than in the x case. 

There is another point to note at this stage. Although for any one in- 
dividual the effect on his saving of the change in tax liability from 100x% of 
income to 100e’ % of expenditure will depend on x, ¢, r and n and his reactions 
thereto, there is a further degree of complication for society as a whole. 
The change of basis will obviously improve the post-tax position of people 
with a high average savings/income ratio and will worsen the post-tax 
position of those with a low average savings/income ratio. It does not 
necessarily follow that people with a high average savings/income ratio have 
a high marginal propensity to save nor that those with a low average savings/ 
income ratio have a low marginal propensity to save; in fact, the reverse 
may be the case. Therefore these “‘ income effects ” have to be weighed in 
with the previous “ substitution effects ” in any analysis of the overall effect 
of the tax change on saving. 

We now come to a rather different sort of argument. We have so far 
concentrated on the effect of the tax change on the division of any given 
income between taxation, spending and saving. We now have to ask 
whether there are any reasons why income may not remain given. 

The most obvious point to explore first is the effect of the tax change on 
the incentive to work. In so far as the choice between leisure and work 
depends on the price of current consumption, one must expect to get less work 
in the expenditure tax case as the tax cost of current consumption (100e’% 
of expenditure) will then clearly be greater than in the income tax case 
(when the tax cost is 100x% of income) to an extent depending on ¢, the 
fraction of post-income-tax Personal Income consumed in the expenditure 
tax case. In so far as the choice between leisure and work depends on the 
rate of tax on future consumption, the position is more complex. In the 
income-tax case the present value of tax payable on £1 of unconsumed in- 
come is, assuming saving for n years, 


fevea—ofi- atl] 


In the expenditure tax case the present value of the tax payable on £ 1 of 
saving is Le’ = £( er), . There is no certainty about which tax system 


will give the better terms of exchange at the margin between leisure and 


? This also applies to the change from x to e; but it will be more pronounced if the change is 
from x to e’. 


* Cf. A. Henderson, “‘ Direct v. Indirect Taxation,’ Economic JourNAL, December 1948. 
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future consumption: the answer will depend on ¢, r, and x. But the em- 
pirical values seem to be such that it is perfectly possible for the attractiveness 
of leisure to be increased relatively to future as well as current consumption 
in the expenditure tax case.1_ Paradoxically, the more successful the ex- 
penditure tax is in stimulating saving out of a given income, the higher must 
the rate be to keep equal revenue and the greater the disincentive to work 
either for the purpose of current or future spending. 

More generally, we may say that the introduction of an equal yield 
expenditure tax will change relative prices so that leisure certainly becomes 
more attractive at the margin relatively to current consumption and may 
become more attractive relatively to future consumption. The final answer 
will depend on the degree of complementarity on the demand side between 
leisure, current and future consumption and the relative weights attached to 
each relationship. If, for instance, leisure is in a relationship of comple- 
mentarity on the demand side with future consumption and one of sub- 
stitutability with current consumption, work incentives will almost certainly 
be impaired. If the relationships between the demand for leisure vis a vis 
those for current and future consumption are reversed, it is possible (but 
not certain) that work incentives will be improved. All in all, it seems 
fair to conclude that work incentives are more likely to be impaired than 
improved. 

The importance of this point is simply that, even though the introduction 
of the expenditure tax may have caused an increase in the fraction of post-tax 
Personal Income saved, total Personal Income may fall so much that the 
absolute amount of saving could be less than in the income-tax case. 

Parallel arguments can be brought forward about the relative incentives 
to take risks under an income-tax system and under an expenditure tax. 
In so far as one thinks that a differential margin is necessary to push invest- 
ment from non-risky to risky industries, the tax of 100e’°% on spending will 
eat up more of this margin than the income tax in the case of current con- 
sumption and may eat up more in the case of future consumption. How- 
ever, in so far as losses can be offset against other forms of income, there is 
little to choose between the risk-incentive effects of lump sum, accrued income 
and expenditure taxes. So therefore the net effects on risk-taking, and hence 
the effects on total income via this route may not be very great.? 

A final very small point might be that the greater administrative cost of 


1 E.g., ifx = 0-5,r = 0-05 and n = 1, the present value of tax on the marginal £ of unconsumed 
income in the income tax case is £0512. If we take c as 0-9, the corresponding tax under the ex- 
penditure tax system is £0-526. If, on the other hand, n = 10 and the other variables are un- 
changed, the expenditure tax wins (£0-526 against £0-597 in the income tax case). 

The substitution of the net rate of return as the rate of discount in the income tax case would 
make no difference in the first example, but would slightly improve the margin of superiority of the 
expenditure tax in the second. 

* Cf. E. Cary Brown, op. cit. Also N. Kaldor, “‘ Risk-bearing and Income Taxation,” Review 
of Economic Studies, June 1958. 









iS 








the 


me 
nce 


tof 


med 
e ex- 


ould 
f the 





1959] THE EXPENDITURE TAX AND SAVING 487 





running an expenditure tax will also reduce the amount of national product 
available for division between personal spending and saving. 


These seem to be the principal arguments in the general case of a single 
act of saving destined to last for n years. We must now ask how the argu- 
ment should be modified in other possible cases. 

First, suppose we imagine that the interest income during years 1... 2 
is saved and not spent. In this case, the relative tax burdens on spending 
and saving are unchanged in the income tax case; in the expenditure tax 
case the tax is £e’ if £1 is consumed now, and the present value of tax 

, (1 +1)" 
£¢ ay 

(1 +7) 
interest) in yearn. Therefore nothing has happened to change the previous 
conclusions. 

Second, suppose we imagine that an act of saving is meant to last for ever 
but that the interest income is spent. In the income tax case £x is payable 
on £1 of income if none of it is saved, but £[x + x (1 — x)] is the present 
value of tax payable if none of the £1 of income is consumed.! In the 
expenditure tax case, as before, £e’ is payable whether £1 is saved or spent. 
It must therefore be concluded that in this case there is a greater incentive 
to substitute saving for consumption as a result of the change in the tax 
system than in our main example. As for work incentives, the considera- 
tions on the price of current consumption remain as before; but there is now 
much more likelihood that the tax rate on unspent income will be less in 
the expenditure tax case than in the income tax case.? Therefore the 
damping effects of work incentives on saving will be less. 

Third, suppose we envisage not only a permanent act of saving but also 
the saving of the interest earned thereon. The tax burdens in the income 
tax case are the same as those in the preceding paragraph. In the expendi- 
ture tax case they will be £e’ for £1 of current consumption and zero for £1 
of saving. This is clearly the strongest case of all those considered for the 
expenditure tax, both in respect of the substitution of saving for consumption 
and in respect of the relative effects on work incentives. 

A few subsidiary points may now be noted. If the changeover were not 
permanent but merely temporary (¢.g., for the duration of a war) an ex- 
penditure tax can have more powerful savings incentives than if the switch 
is for good. Taking the case of saving for more than the duration of the 


= fe’ if £1 is saved now and dissaved (together with accrued 


1 Pigou, op. cit. 
é 
l+e 


be greater in the expenditure-tax case, we should need to have 
very unlikely empirically. 


, with x(2 — x). In order for the price of saving to 


(1 — x) 
(2 — 2) 


* Depending on the comparison of 








>c, and this would seem 
















488 THE ECONOMIC JOURNAL [SEPT, 





period concerned with interest income spent as it is earned, the present value 
of tax burdens in the income-tax case are once more £x in the case of £1 of 


unsaved income and £| x +x (1 — x) {1 _ aaa | in the case of £1 of 


unconsumed income. In the expenditure tax case tax on £1 spent now is 





b 


£e’; as any sum saved is assumed not to be spent until after the with- 


drawal of the expenditure tax the present value of tax on £1 saved is 


£e'{1 eee + = and so there are stronger incentives to saving in this case 
than in that of the permanent change. 

We have not considered the case of progressive as distinct from pro- 
portional taxes, but this does not make any basic difference to the argument, 
In so far as people mainly save when their incomes are high (e.g., when 
young) and dissave when incomes are low (e.g., when old) the expectation of 
a favourable change in tax rates by the date of dissaving will be greater to 
anyone now contemplating saving. But in this case the expenditure tax 
rate structure may have to be geared to the fractions of income saved by 
the different income brackets rather than the fraction for the whole com- 
munity, if equal revenue is to be forthcoming to the Government. This 
could have a wide variety of possible effects on incentives to work and to 
take risks, depending on exactly how the tax burden was distributed. 

A final theoretical point is that we have not troubled ourselves about the 
definition of the base of an income tax or expenditure tax. It can soon be 


seen that there are endless complications here, and two examples may be | 


indicative. If we have an income tax excluding capital gains, we then have 
to ask how far people save in the expectation of non-taxable income of this 
sort. The possibility of a fall in interest rates, and hence a larger tax base 
at the time of dissaving, would be a risk in the expenditure tax case to which 
there is nothing corresponding in the income tax case. On the other hand, 
if expenditure is defined to include education and training and saving is 


——— 


defined to include house-building, one of the major effects of changing the | 


tax base might be to encourage the latter and discourage the former, as 
distinct from any change in the total of “ saving.” 


If we were to consider an expenditure tax system seriously as a means of 


stimulating saving in the United Kingdom, the first empirical question to be | 


answered would be the extent to which the rich are currently dissaving. 
The present income tax system offers encouragement to saving in a large 
number of ways (self-employed pensions, life insurance, tax-free savings 
certificates and premium bonds, etc.), but does not offer the discouragement 


to dissaving provided by an expenditure tax—and particularly the dis- | 


couragement to dissaving by rich people. I know of only one United 
Kingdom sample survey specifically concerned with upper-income-group 
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savings, and this shows no evidence of actual dissaving by upper-income 
groups, apart perhaps from the elderly.* 

The second empirical question to be answered is the motivations behind 
saving. We have seen that expenditure tax advocates are on the strongest 
ground when saving is for ever and on the weakest when it is for a short 
period only. Evidence in the United States ? suggests that saving for the 
purpose of bequeathing to one’s heirs is extremely rare and that the usual 
reasons (or at any rate rationalisations) for saving are to meet emergencies or 
specific goals such as educating children. It may well be that these reasons 
do not apply in the United Kingdom, but until this is firmly established it 
seems reasonable to be cautious about the extent to which the substitution of 
an expenditure tax for the income tax would increase saving in the United 
Kingdom today. 

A. R. Prest 
Christ’s College, 
Cambridge. 
1 Klein, Straw and Vandome, “ Saving and Finances of the Upper Income Classes,” Bulletin 
of the Oxford University Institute of Statistics, November 1956. 
* Cf. G. Katona “ Attitudes towards Saving and Borrowing,” Consumer Instalment Credit 
(National Bureau of Economic Research and Federal Reserve Board, 1957), Pt. II, Vol. I. Also 


Consumer Optimism Weakening, Foundation for Research in Human Behaviour (Ann Arbor, Michigan, July 
1957). 











EXPORT PROSPECTS AND ECONOMIC GROWTH : 
INDIA? 


Foop, domestic finance and foreign trade seem to have operated as the | 
unholy trinity thwarting India’s efforts to initiate a process of sustained 
economic growth. The subjects have been examined by numerous expert 
bodies and often appeared almost solved. But, invariably, the respite so 
eagerly looked for was only temporary and these ugly problems always 
reappeared, sometimes in more menacing forms, stressing the need for a 
re-examination all over again. The recent foreign-exchange crisis is a | 
striking illustration of this phenomenon. 

During the last two years, imports have been running at a level 40-50% 
higher than in the years preceding the start of the first five-year plan. 
Export earnings, on the other hand, have remained stubbornly unchanged, 
showing a marked decline during the first half of 1958. At present they . 
cover no more than about two-thirds of the imports, in contrast to 90% or 
more between 1950 and 1956. This obstinacy of the export trade, rather 
ungracious to the efforts that India has invested in export promotion, may 
well continue, as this paper suggests, over the years to come. The import 
needs, on the other hand, are increasing. Perhaps more important still, the 
burden of repayment of capital and interest on foreign loans, now amounting | 
to less than 2% of the export earnings, is expected by the Planning Com- 
mission to rise during the ’sixties to nearly a fourth of the present export 
proceeds. There is thus a need for re-appraising the export performance | 
over the last few decades and seeing whether this provides any background 
for viewing the export prospects for the years to come. This paper is an 
attempt in this direction. The past experience is reviewed in Section I, 
whereas Sections II and III are devoted to outlining the perspectives and | 
their implications for economic growth. 

The exports from India accounted for 1-14% of the world trade in post- 
war years. As in some of the very large countries of the world, such as the 
United States, the Soviet Union and China, foreign trade in India on the 
whole touches a relatively small, though a very important, part of domestic | 
economic activities. The total value of India’s exports amounts to no | 
more than 6-7% of the national income. Although exports account for | 
such a small share of the national income, they play a very strategic role in 
the Indian economy. They provide the means—foreign-exchange earnings 
—with which the pressing import needs can be financed. 





1 The author is a member of the Secretariat of the United Nations Economic Commission for | 


Europe at Geneva. The views expressed herein, however, are his personal views and should not be 
interpreted as those of the Organisation. 
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SEPT. 1959] EXPORT PROSPECTS AND ECONOMIC GROWTH: 


I. LONG-TERM TRENDS 
Stagnation in Exports 


The developments that have taken place in the foreign trade of India 
over the last quarter of a century are shown in Tables I, II and III. These 


TaBie I 
Developments in the Foreign Trade of India 
Index numbers, 1953 = 100 
































Average of the years: 
1929. 1955. 1956. 1957. 
1937-39. | 1946-50. | 1951-55. 
1. India 
Volume 
Exports ; ‘ 169 162 103 102 115 110 119 
Imports ; : 148 131 115 118 125 147 168 
Unit value 
Exports ; ‘: 37 24 87 114 98 102 102 
Imports ‘ ‘ 35 25 81 102 95 99 107 
Terms of trade . < 106 96 108 112 103 103 95 
2. Volume of exports 
World exports . . — 71* 77t 102 114 124 131 
Burma, Ceylon, India, 
Pakistan: exports . _— 118* 93t 102 111 110 110 








Source: United Nations, Statistical Yearbooks, 1953 and 1955, and Monthly Bulletin of Statistics. 


Note: The indices should be used only as approximations in view of the very serious changes in 
the geographical coverage, composition of trade and methods of calculation over such a long period. 
Data for 1937-38 refer to present territories of both India and Pakistan, and 1929 data include 
Burma also. 


* 1937-38 only. t 1948-50 only. 


changes, however, have to be interpreted with a great deal of caution, since 
very important territorial changes,’ affecting significantly the needs of 
imports and availabilities for exports, have taken place in this period. The 
indices of volume and unit value of exports and imports (see Table I) are at 
best very poor reflectors of these changes. Bearing these qualifications in 
mind, several broad observations can be made. 

(a) It is striking that the volume of exports has declined sharply over the 
last three decades, whereas the volume of imports has changed much less. 
A proper comparison with 1929, of course, requires adding the present 
volume of exports and imports of Burma and Pakistan and subtracting the 
trade among the three countries. A rough-and-ready adjustment in this 
direction suggests that the volume of exports from these three countries in 
the last quinquennium is still a seventh lower than in 1929; the volume of 
imports, on the other hand, would seem to be higher by about a seventh. 


? The regions now constituting Burma and Pakistan were separated from the sub-continent of 
India during the ’thirties and ’forties, respectively. 
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The quantum of world exports has increased by more than two-thirds in the 
course of the last two decades, but the combined volume of exports from 
Burma, Ceylon, India and Pakistan is now actually lower by atenth.1_ Thus, 
the vast expansion in world trade over the last three decades has simply 
by-passed the Indian sub-continent. 

(b) These developments were reflected in strains on balance of payments 
in recent years. Instead of the export surpluses, common in the pre-war 
period, there are now continuous import surpluses. The long-term de- 
velopments have thus created a basic imbalance between exports and im- 
ports, a situation which efforts at export promotion and continued import 
restrictions in post-war years have failed to alter significantly. 

(c) In the development of this imbalance, the changes in terms of trade _, 
do not seem to have played a major role (except during the thirties). The 
favourable change in the terms of trade in the early post-war years has 
disappeared, with the terms of trade now falling to the 1937-38 level. 


Direction of Exports 

The historical trend in the decline of the volume of exports assumes great 
significance when the data on the direction of foreign trade are related to it 
(see Tables II and III). In general, the changes in the direction of India’s 
foreign trade have remained minor over the last few decades. _ It is true that 
the proportion of exports going to the United Kingdom has increased slightly; 
in contrast, there was a sharp decline in exports going to continental western 
Europe, particularly Germany. Trade with the dollar area is now some- | 
what higher, whereas the share of Japan remains far below that in 1928. 

Broadly speaking, the private-enterprise industrialised countries have 
continued to account for over 70% of India’s exports. This, when read with 
the changes in the volume of trade pointed out in (a) above, suggests that 
the industrialised countries have increased the volume of their exports to 
India but have reduced the volume of their imports from India. 

The share of the other pre-industrial countries in India’s exports rose 
very sharply in the early post-war years when the exports from the European 
countries had not fully recovered. Since then, the proportion has continued 
to decline, it now being a little higher than in the late ’twenties. 

So far, the centrally planned economies do not account for a significant 
proportion of exports from India, although their share has increased very | 
rapidly in the last two to three years. 

As can be seen from Table III, the value of imports from all primary- 
producing countries into western Europe, the United States and Canada has 
nearly trebled between 1928 and 1956. Their imports from India, Pakistan, 
Burma and Ceylon, however, have increased very slightly. Since prices | 

1 The decline would be obviously much greater if trade among these four countries and exports | 


of cotton textiles to other countries (which were previously used within the sub-continent) are 
excluded. 
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during this period have risen considerably, it is obvious that the volume of 
imports from these countries into the industrialised countries, India’s tradi- 
tional trade partners, has fallen markedly. The stagnation of India’s ex- 
ports is thus not due to the fact that India was dealing with trade partners 
whose imports were stationary or declining. Indian exports have simply 
failed to share in an otherwise expanding market. 


Tasie II 
The Direction of Exports from India * 





Destination. 1928* 





1938* | 1950 | 1956 





Value in millions of current U.S. dollars. 


Total exports 1,250 | 617 | 1,J72 | 41,251 

of which to Share in % of total. 

1. Private-enterprise industrialised countries . 77 75 62 71 
United Kingdom . ‘ ; . 22 34 22 31 
Western Germany . . ‘ . 107 5t 2t 2 
Other western Europe. ° ° 18 13 8 9 
Australia, New Zealand and Union of 

South Africa . . “ . 3 3 6 5 
Dollar area. : ‘ ; ‘ 14 11 23 19 
Japan . : ; : ; ‘ 10 9 1 5 

2. Centrally planned economie. . ‘ . 2 3 I 6 

ina . ‘ ; J : ‘ 2 1 ~ 1 
Eastern Europe and U.S.S.R. . . _ 2 1 5 

3. Other pre-industrial countries. ° . 21 22 37 24 
Rest of the sterling area . ; : 10 15 27 16 
Middle East . . : ° von 3 4 6 

















Sources: League of Nations, Network of World Trade (1942); United Nations, Direction of Inter- 
national Trade (1953, 1955 and June 1957). 


* Pre-war data refer to India, Pakistan and Burma for 1928, and to India and Pakistan for 1938. 
t Whole of Germany. 


The stagnation in the exports from India is associated with a funda- 
mental shift that has taken place in the import demand of the industrial 
countries.1_ Throughout the nineteenth century and the first quarter of the 
twentieth century, agricultural products accounted for over 90% of the 
imports into the industrial countries from the primary producers. In recent 
decades, however, these commodities are giving way to petroleum and mineral 
products, the exports of which now account for nearly two-fifths of the total 
exports from the primary producers to industrial countries. Among the 
agricultural exports, the decline was much sharper for raw materials than 
for food products. 

This has acted very unfavourably on the exports from many countries. 
Thus, for instance, the combined current value of exports from Burma, 
India, Pakistan, Ceylon, Indonesia and Indo-China in Asia, Egypt in Africa 

1 For a detailed discussion, see United Nations Economic Commission for Europe, Economic 


Survey of Europe in 1957 (Geneva, 1958), Chapters IV and V. This and the next paragraph are a 
broad summary of the findings in this study. 
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Taswe III 
Imports into Industrial Countries from India, Pakistan, Burma and Ceylon 
etc., as a share of 
Destination. imports from all 
All primary India, Pakistan, | primary producers, 
producers. Burma and Ceylon. %. 
Billion U.S. dollars at current prices. 
Western Europe 1928 4:5 0-70 15-6 
1937-38 3-9 0-47 12-1 
1952 10-2 0-73 7:2 
1956 12-2 0-79 6-5 
United States and 1928 2-0 0-20 10-1 
Canada 1937-38 1-4 0-11 8-2 
1952 6-0 0-34 5-7 
1956 6°5 0-31 4-7 
Total western Europe, 1928 6°5 0-91 14-0 
United States and 1937-38 5°3 0-59 11-2 
Canada 1952 16-2 1-07 6-6 
1956 18-8 1-11 5-9 














Source: United Nations Economic Commission for Europe, Economic Survey of Europe in 1957, 
Chapter IV, p. 18, and Appendix Table IX. The figures are based on the statistics of the import- 
ing countries and are therefore not strictly comparable with those in Table I. 


and Argentine in Latin America in 1956 was about the same as in 1928, 
although the current value of world as well as primary producers’ exports 
increased two and a half times during this period. In 1928 these areas 
constituted nearly half the population of primary producing countries and 
accounted for slightly less than half the exports of the primary producers. 
As a result of the sharp structural shift in the import demand of the in- 
dustrial countries, however, the share of these primary producers has now 
shrunk to only a sixth of the total exports from the primary producers. 


Commodity Composition of Exports 


This structural shift in the import demand of the industrialised countries | 


in the west, India’s traditional trade partners, is illustrated by the per- 
formance of the commodities that predominate in India’s export trade. The 
level of exports of a country is influenced by several factors, such as the 
changes in demand (external as well as internal) and the adaptability of 
output to these changes. An analysis of the developments in the demand 
and supply of the major export items that figure in India’s foreign trade is 
thus essential for a proper understanding of the stagnation in the overall 
volume of exports. 

Agricultural commodities, whether in a raw form as tea, tobacco, spices, 
etc., or in a more elaborate form as cotton and jute textiles and vegetable 
oils, form the bulk of India’s exports, accounting for nearly three-fourths of 
the total. Thus, for instance, jute manufactures make up nearly a fourth, 
tea a fifth and cotton textiles a tenth of the total (the three together are 
responsible for half of the total); another quarter is added by nuts and 
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vegetable oils, spices, tobacco, fruits and vegetables, gums and resins, and 
hides, skins and leather. Non-metallic minerals and metal ores (mainly 
mica, iron ore and manganese) account for only 3-5%. The factors in- 
fluencing the exports of some of the major items are examined below. 

Jute and Manufactures. ‘The data on changes in world demand and output 
over the last half a century are summarised in the table below: 


In thousand tons (annual averages) 
1900-9. 1910-19. 1920-29. 1930-39. 1940-49. 1950-54 


World consumption. . . 1,300 1,527 1,681 1,711 41,469 ‘1,789 
of which: United States. . 266 314 383 323 293 302 
Others. . . 1,034 1,213 1,298 1,388 1,176 1,487 

Output (India plus Pakistan) . 1,312 1,556 1,522 1,499 1,420 1,684 


Source: FAO, Fute, Commodity Series No. 28, pp. 52-3, 63-4. 


On the whole, the world consumption of jute has expanded but little over 
the last five decades; while weather may have played some part in restricting 
the output of raw jute in certain years, it is clear that the major reason for 
this stagnation is the limited world demand rather than the ability to expand 
output. The peak output in the years 1912-14 (First World War), 1939 and 
1940 (Second World War) and 1951 and 1952 (Korean conflict) was nearly 
equal in all these instances—illustrating that a rise in demand could induce 
sizeable increases in output. In the more recent period, the output in the 
two years 1951 and 1952 was some 40% above that in the preceding as well 
as the following three years. 

Tea. Next in importance is tea. As the data in the table below show, 
world supplies have increased faster than world imports, and output in 
India has again increased considerably faster than exports. The increase 
in world imports has lagged behind growth in population. 


Annual averages 





1934-38. 1949-51. 1952-54. | 1949-51. 1952-54. 
Million Ib. Index No. 

1934-38 = 100 

World supplies* . ; : : 981 1,166 1,233 119, 126 
World imports ° > ‘ , 871 913 996 105 114 
Consumption in producing countries ¢ 110 253 237 230 215 
India: ¢ supplies . “ . ‘ (390) 610 625 156 160 
Domestic absorption f . ; : (70) 170 190 243 271 
Exports. ; ‘ (320) 440 435 138 136 


Source: International Tea Committee, Report 1954-55, pp. 28-9. 

* Defined as output in the main tea-producing countries and exports from China and Japan. 

t Derived by subtraction. 

¢ Pre-war data adjusted to refer to present-day Indian territories. 

Cotton Textiles. ‘The general decline in import demand for cotton textiles 
is too well known to need additional emphasis. For instance, world trade 
in cotton and rayon piece goods declined by 10% between 1910-13 and 
1926-28, by 13% in the next ten years, and by a further tenth between 
1936-38 and 19511 (notwithstanding the statistical boost given by the 
partition of India, whose cloth output previously consumed by Pakistan 


1 ECE, Economic Survey of Europe Since the War (1953), p. 191. 
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began to appear in world exports). Although the world population in-/ 
creased by more than half during this period, the actual volume of textile 


exports was thus nearly 30% lower. 
The changes in output and exports of cotton cloth in India in recent/ 
years are shown below: 
1950. 1951. 1952. 1953. 1954. 1955. 1956. 


Million yards 
Output . . - 3,660 4,080 4,596 4,884 5,004 5,100 5,306 
Exports . ‘ - Ls 780 600 600 864 744 744 
In % of output 
Exports . ° ° 30 19 13 12 17 15 14 


Source: Monthly Abstract of Statistics (New Delhi). 


Thus, output has gone up by nearly 45%, but exports have fallen by a 
third from the peak levels in the early post-war years. 

Groundnut Oil. The developments in the output and exports of ground- 
nuts and oil (the most important item in the group nuts and vegetable oils), 
as may be seen from the table below, run again on similar lines. 





1934-38. 1948-52. 1953-55. | 1948-52. 1953-55. 
Thousand tons in Index numbers 
nuts-in-shell equivalent * pre-war = 100 

Groundnuts Annual averages 

World output . ‘ : ‘ 9,100 9,900 10,930 109 120 
World exports. 3,240 1,810 2,070 56 64 
Consumption in producing countries t 5,860 8,090 8,860 138 151 
India: output. ‘ 3,196 3,197 —_ 100 120 
Exports ‘i . ' 1,050 240 23 23 
Domestic availability t. ‘ 2, 146 2,957 3 306 138 168 


Source: FAO, Ye batede on Production and Trade, and Monthly Bulletins. 


* Conversion factors used are: oil equivalent = 30% of unshelled and 43% of shelled weight 
of groundnuts. 
t Derived by subtraction. 


World output in recent years is a fifth higher than in pre-war years, 
whereas world exports are a third below: exports have declined from 36% 
of total output to only 19%. In India, output has increased by 20% (as a 
result of partition and natural increase, the population supplied- from 
domestic output is now somewhat lower than in pre-war years), whereas 
exports have fallen to only a fourth of the pre-war level. 

The brief review of the four major commodities that figure in India’s 
exports indicates that in all cases domestic supply has increased and can be 
increased even more over a period of time if there was an adequate demand. 
As far as the exports of minerals and ores (mica, manganese and iron ores) 
are concerned, export demand rather than ability to expand is again the de- 
cisive factor. The stagnation in the overall volume of exports (the increase in 
the volume of tea being offset by the decline in others) has continued despite 
strenuous efforts at export promotion and a preparedness to export even if it 
meant restrictions on, or very limited increases in, domestic supplies, thus 
underlining stagnant export demand as the main cause in keeping the 
export level stable. 
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Against this background, it is not surprising at all that the export ex- ' 
pectations of the First Five-year Plan were not fulfilled. The Planning 
Commission had estimated that the volume of exports at the end of the Plan 
period would rise by 30% compared with that in 1948-49, and by 10% 
compared with the boom year 1950-51. In practice, the average volume 
of exports for the Plan period was only 10% higher as compared with 
1948-49, and about 10% lower as compared with 1950-51. The increases 
expected in the exports of the major commodities were also not realised. 

The reason for the stagnation in India’s export trade may be simply 
expressed: India has been trying to sell more of the wrong things to the 
wrong places. The efforts at export promotion can no doubt be increased, 
and high-pressure salesmanship in export markets may increase somewhat 
the exports to some destinations. The main fact, nevertheless, remains that 
offering more of the same things to the same people, who no longer want 
more of them, lies at the basis of a remarkably poor performance in the 
export trade over the last three decades. 


II. Export Prospects 
Targets for the Second Plan Period 


The export perspectives for the Second Five-year Plan (1956-60) were 
set out by the Planning Commission as shown in Table IV. With the poor 
performance of this sector during the first Plan as a background, it was to be 
expected that the targets during the second Plan would be modest. The 
value of total exports in the last year of the Plan (1960-61) is to be some 9% 
higher than in 1954 (a year with low exports), though not much different 
from the annual average for the last eight years. The annual average 
exports for the Second Five-year Plan period as a whole, however, are in 
fact expected to be some 3-4% lower than the annual average for the last 
eight years. 

There are some interesting changes with regard to export expectations 
for several commodities as compared with the first Plan. Instead of hoping 
to raise the volume of exports of jute yarns and manufactures from 929,000 
tons in 1948-49 to 1 million tons in the last year of the first Plan (1955-56), 
it is now recognised that it will be good if the exports during the second Plan 
run at an annual average of some 875,000 tons.? 

The target of raising the exports of cotton textiles to 1,000 million yards, 
unrealised during the first Plan, reappears as a hardy perennial for the 
second Plan. ‘‘ Cotton textiles,’’ wrote the Planning Commission, “ is one 
of the oldest industries in the country, and it would be natural to expect it 
to play an increasing role as a foreign-exchange earner. On the other hand, 
the domestic demand for textiles is on the increase.” * Here the Commission 

1 Planning Commission, First Five Year Plan, p. 458. 


* Planning Commission, Second Five Year Plan (New Delhi, 1956), p. 97. 
No. 275.—VvOL. LXIx. 


THE ECONOMIC JOURNAL 


TaBLE IV 
Estimated Exports During the Second Five-year Plan, 1956-60 




















Annual | Last Change between | Crude * 
1954 ———- od of treet | indica- 
t n Plan tions for 
Items. prices, | Plan. | 1960-61. soe-Sh. 1975, 
Rs. Rs. crorest 
: s in 1955 
crores.t | Rs, crores ¢ in 1955 prices. % prices. 
1. Items showing little change 
Tea . Y ‘ . . 131 127 133 2 2 150 
Jute yarns and manufactures . 122 122 118 —4 —3 110 
Cotton yarn and manufactures 72 75 84 12 18 60 
Hides, skins and leather. ‘ 29 28 28 —1 —3 30 
Cotton, raw and waste . . 19 22 22 3 17 20 
Coal and coke. ‘ : 6 5 3 —3 —50 5 
Chemicals, drugs and medicines 5 5 5 — — 10 
** Others ”’—(miscellaneous) . 130 145 150 20 15 175* 
Total above . : ‘ 514 529 543 29 6 | 550-570 
2. Items showing marked rise: 
Vegetable oils , : 11 22 24 13 118 40 
Tobacco. ‘ ; " 12 15 17 5 42 30 
Metallic ores, scrap iron, steel. 23 23 27 4 17 
Cutlery, hardware, vehicles, 
electrical goods and appara- 180-280° 
tus and machinery . ‘ 3 4 + 1 33 
Total above . : ‘ 49 64 72 23 47 | 250-350* 
Total exports . : 5 ’ 563 593 615 52 9 | 800-900 
Total imports . ‘ : : 620 868 786 166 27 800-900 
Trade balance. ‘ : —57 —275 |—171 | —108 























Source: Planning Commission, Second Five Year Plan (New Delhi, 1956), pp. 97, 99. 


* These are only illustrative figures for emphasising that an expansion by a third to a half in 
total proceeds would require very big increases in the exports of “‘ items showing marked rise,” 
particularly ores, etc., and the new products such as “‘ cutlery, hardware, etc.” 

t Equals ten million. 


was worried that rising home demand would encroach upon export avail- 
abilities. The experience of the cotton textile trade over the last half- 
century, and of India in the seven to eight years, however, suggests that this 
is a narrowing market in general. A more likely probability, clearly borne 
out by the data for late 1957 and early 1958, is that the volume of cotton 
textile exports will be lower than in 1954. The actual value of textile 
exports may show even a greater fall owing to the decline in the unit price 
of exports. Instead of a rise in earnings by Rs. 12 crores, there will probably 
be a fall of some Rs. 10 crores or more from the earnings in 1954. 

The additional proceeds of Rs. 20 crores expected from the “ other” 
miscellaneous items are “‘ assumed to bring in the same level of earnings as 
at present (1955).”?2 The level in 1955, however, was higher by Rs. 20 


1 Planning Commission, Second Five Year Plan (New Dehli, 1956), p. 98. One crore = ten 
million. 





| 
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crores than in 1954. The increase expected is therefore not the result of any 
development, but only a statistical illusion caused by comparison with a low 
base year. 

There has been considerable uninformed talk about the gains that may 
be realised from increasing the exports of the products of many of the new 
industries in India. The Planning Commission itself had raised hopes in 
this respect in the first Plan. During the second Plan period the expectations 
put forward by the Planning Commission are rather modest, since at present 
this group accounts for only 4% of the total exports. As the Planning 
Commission expressed it: 


“Mention may, however, be made of the export possibilities for 
some of the new industries which have developed in recent years. The 
hope was expressed in the first Plan that new lines of export, particularly 
in the light engineering field, e.g., sewing machines, electric fans, cycles, 
etc., will assume increasing importance as the economy gets diversified. 
These exports have not yet reached a level where their earnings could 
be regarded as quantitatively significant. It will be some time before 
these new industries establish themselves firmly and secure sizeable 
export markets.”’ } 


The change expected from this item during the second Plan is, as can be 
seen from the table, negligible. 

Thus, there is little real basis for expecting any marked increase in the 
export proceeds during the second Plan. All that can be said is that they 
may go up a little or down a little, but certainly will not rise significantly. 
A rise in the volume of exports of some items may even be offset by a fall in 
the export price. On the basis of the experience of the first Plan, as well as 
from prospects outlined above for the second Plan, it is fair to conclude that 
India’s export earnings for the decade as a whole will show little change, 
although the national income, assuming that the expectations of the second 
Plan are fulfilled, will have risen by over 45%. This conclusion only re- 
inforces the generally stagnant character of India’s export trade as discussed 
in the first section of this study. 


Long-term Perspectives 
With the imperfections inherent in the tools of economists, any attempt 
at looking into the future can only produce a rather faint and foggy image. 
This is true in general, but, given the basic direction and composition of 
India’s exports, there are a number of fairly firm elements in the export 
set-up of India making it possible to hazard guesses without undue fear 
of being too much in the wrong. Since the Planning Commission have 
generally used the year 1975 for some of their projections, the same year will 
also be used in this study to indicate the broad lines along which the export 
sector may be expected to proceed (see Table IV). 
1 Second Five Year Plan, p. 98. 
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Tea. Only a few countries predominate in the imports of tea. For 
instance, the United Kingdom alone accounts for 88% of the total imports 
into all the western European countries. With the present consumption of 
tea at more than six cups a day ! per person aged ten and over in the United 
Kingdom and Ireland, it is barely likely that imports of tea will expand 
much. Other countries may increase imports of tea, but tea is only a 
marginal drink for them. Here again, severe competition, particularly from 
the new plantations in Africa, may be expected. All in all, world imports 
of tea may be higher by about a fifth, and it should be possible for India to 
maintain the present volume of exports, and maybe improve it somewhat. 

Jute and Manufactures. The exports of jute yarn and manufactures have 
shown many ups and downs in the last forty years or more, but at all the 
peak points the export volume has remained roughly stable. This is in the 
main the result of a decline in the grain trade, increased use of paper, plastics 
and other packing materials in place of jute and growth of bulk transport and 
reduced handling. In addition, the competition from Pakistan is growing, 
and jute manufacturing has developed in a number of continental west 
European countries. In the light of these factors, the probabilities are very 
strong that the volume of jute textile exports from India will also decline 
during the next two decades. There may be some gain in volume if a 
marked fall in unit price were to make jute a more competitive commodity; 
but in that case the fall in unit price will only serve to offset the increases in 
volume, so that the net proceeds will in fact be lower. 

Cotton Textiles. Looking forward to the next two decades, it is fairly 
certain that both the volume and unit price of cotton textile exports will fall. 
This has been the long-term trend and recent expansion in the use of syn- 
thetic fabrics will accelerate it. Moreover, with many newly developing 
countries now starting their own textile mills, it would be highly imprudent 
to expect a larger share in a narrowing and increasingly more competitive 
market. 

Hides and Skins, Leather, Cotton (Raw and Waste), and Coal and Coke. These 
items account for about 10% of total exports. The volume of exports of the 
first two has fallen over a long period, and the exports of coal and coke are 
nominal, in that they are by and large for bunkering purposes. The exports 
of none of these items will increase; there may well be a decline. 

** Other’? Miscellaneous Items. The group “other,” accounting for 
nearly a fourth of the export trade (see Table IV), consists of various items, 
such as spices, shellac and resins, mica, coir and manufactures, woollen and 
silk cloth, sugar, cement, cashew kernels, etc. The Planning Commission 
assumed that export proceeds from this group during the entire Second 
Five-year Plan will remain at the level in 1955. The exports of the com- 
modities that constitute this group have either remained stagnant or fallen 


1 Assuming that | lb. makes 200 cups of tea. 
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over the last few decades. No real increases can therefore be expected from 


this group over the next two decades. 


When all the items described above are added up, 90% of the exports 
from India are already accounted for. The only commodities that remain 
are some agricultural products (tobacco and vegetable oils), ores, metals and 
scrap, and products of the new industries, such as chemicals, drugs and 
medicines, and cutlery, hardware, vehicles, electrical goods and appliances, 
and machinery. Of these, the agricultural products, such as tobacco and 
vegetable oils, account for half of this group or 5% of the total exports and 
may be expected to increase at the most by around 50% by 1975. 

As far as 95% of the exports from India are concerned, there is thus little 
likelihood of any marked increase even over the next two decades. In the 
past three decades the volume of exports of these items has fallen, and the 


trend may continue. 


The prospects of growth in the other items may be considered bright in 
that they form the core of the dynamic or the most rapidly expanding items 
in world trade. The actual level of the exports, however, will largely 
depend on the advantages, in terms of prices, quality and terms that Indian 
products will offer in the world markets, which can only be expected to 


become more and more intensely competitive. 


How hard is going to be the task of export expansion in India may be | 
arithmetically illustrated. In order to obtain an increment of one-third in 
total export proceeds, it will be necessary to expand the exports of the 
dynamic commodities, now accounting for 5% of the total, by nearly seven 
times. An expansion of the total by half would require more than a tenfold 
increase in the dynamic sector. These are large magnitudes indeed! They 
will require a basic change in the commodity composition of the export 
trade. The dynamic items will have to rise from 5% to between a fourth 
and a third of the total exports to attain an increment of a third to a half in 


India’s export earnings over the next twenty years. 


The difficult but very essential task of expanding foreign trade may 


also be examined from the angle of the direction of the trade. 


The basic 


feature of India’s trade relations with its traditional trade partners, the 
private-enterprise economies of the western world, has been stagnation or 
decline. This was also true of the centrally planned economies, but for 
different reasons (see Table II). The stagnation resulted from the absence 
of trade and other contacts, so that these markets cannot be considered 
saturated for India’s traditional export items. In the last two or three years 
India’s exports to these areas have expanded two to three times, although 


their share is still only 6% of the total. 


Here the possibilities of expansion, it would seem, are not closed in the 
economic sense, that is, simply not needing more of the products that India 
usually offers. The expansion of these economies over the last few decades 


has proceeded without recourse to the materials that India usually exported 
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to the western economies, and it may well be that these materials, so far not 
available on the markets of the centrally planned economies, will command a 
marked cost advantage over the substitutes now in use there. The barriers 
against increased trade are thus non-economic in character. If they can be 
overcome, this will open up the prospects of expanding the exports of the non- 
dynamic commodities. In that case, India’s exports can grow immediately 
without waiting for a thorough diversification of the commodity structure of 
exports. In view of the low share of the centrally planned economies in 
India’s exports, it should be emphasised that the expansion would have to 
be in terms not of a few per cent but of a few times over the present magni- 
tudes of the total exports to them. 

This rather long discussion may be briefly summarised thus: even a 
modest increase of a third to a half in the export proceeds over the next 
two decades would require a big change both in the direction and in the 
commodity structure of exports. Without such changes, Indian exports can 
only be expected to drift along, as they have done in the past, a downward 
curve, despite the increasing number of expert bodies and export promotion 
councils that may be appointed to reverse it. It is better part of wisdom to 
accept this unwelcome and brutal fact and to prepare to live with it. 


ses III. Export Prospects AND Economic GROWTH 
i. The development of the export trade affects the Indian economy in two 
ways: one direct and the other indirect. In the first place, growing export 
demand means a greater scope for the expansion in the production of the 
commodities involved. The increased output of these commodities will be 
reflected in the overall growth of the economy. Since most of the com- 
modities exported from India are unlikely to show marked increases over the 
next two decades, the expansion of their output will be limited, and to that 
extent the overall rate of growth will also be depressed. 

The lagging behind of output in the export sector would not be a 





matter for much concern as long as the rate of growth of output in the other | 


sectors of the economy could be raised sufficiently to offset the slow develop- 
ment in the export sector. It is in this field, however, that developments 
in the export trade can be expected to exercise a decisive influence on the 
growth of the Indian economy by affecting the volume and the rate of 


expansion of import capacity. Since India depends on imported capital | 


equipment for more than half of the total equipment used in investments in 
the country, the slow expansion in export proceeds, and hence import 
capacity, places a serious limitation upon increasing the imports of capital- 
goods. The volume and the rates of growth of investment, and therefore 
real income, in the country are thus inhibited. 

The points raised above have an important bearing on the economic 


development of the pre-industrial countries in general. During the last | 


decade considerable attention has been devoted to finding a solution to the | 
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widening gap in the levels of living between the industrial and the pre- 
industrial countries. Reversing this process has now been accepted as an 
essential ingredient in the work of all the international organisations. The 
gap, however, has continued to widen in recent years,’ suggesting that, 
despite the widespread recognition given to the need for narrowing inter- 
national disparities in living, the analytical tools used to approach this 
problem perhaps need much refashioning. 

Simply stated, to initiate the process of narrowing the gap requires that 
the rate of growth of real product in the pre-industrial countries has to be 
higher than in the industrial countries and the rate of growth of investment 
and, therefore, of capital-goods supplies has to be substantially higher still. 
Since, under the present international division of labour, capital-goods are 
almost exclusively imported from the industrial countries, expanding the 
supplies of these goods means that import capacity (i.e., export proceeds) has 
to increase correspondingly. The growth of import capacity, however, is 
dependent not upon the need for enlarging the supplies of capital-goods for 
development but upon the import demand of the industrial countries, which 
has in general tended to grow at a rate lower than that of the real product in ) 
industrial countries. Thus the needs of capital-goods imports outrun by / 
far the supply potential of capital-goods as a result of the much slower\ 
growth of import capacity. 

Consequently, whenever a pre-industrial country embarks upon a de- 
termined drive to expand investments, it is soon faced with a serious balance- 
of-payments crisis. The pace falters, the drive slackens and_ the will 
evaporates in a frustrating stagnation. The reality of the trade relationship 
between the industrial and the pre-industrial countries and the present 
international division of labour which it reflects, thus act as a built-in 
depressor leading to a continuous widening rather than a narrowing of the 
gap. Admittedly, the analysis of the trade flows here is a very simplified, 
and an incomplete, version of the causal mechanism which lies at the root 
of the widening gap; problems such as domestic mobilisation of resources 
and capital exports from the industrial countries are kept out of considera- 
tion. Even in its bare essentials, however, it would seem to have more to ! 
commend itself as a much closer approximation to reality than the postulates 
of the more sophisticated theory of international trade.? In the quest for 
unravelling the complex, the simple and obvious is too often forgotten. 

The basic argument of the preceding, paragraphs may be understood 

| 





? See United Nations, World Economic Survey 1955, p. 5 and Economic Survey of Europe in 1958, 
Chap. V, p. 5. 

* Folke Hilgerdt, well known for his contributions to the present ideas about the “ network of 
international trade,” noted this in a recent paper. ‘‘ The fact,” he wrote, “ that many under- 
developed countries do not derive the advantages from modern transportation and commerce 
that theory seems to demand is one of the most pertinent facts in the present international situation 
and cannot be easily dismissed.” Paper at the World Population Conference, Rome, 1954. Cited by 
Gunnar Myrdal in Economic Theory and Underdeveloped Regions (Bombay, 1958), p. 159. 
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| more clearly from Table V, where illustrative projections for various sectors 
of the Indian economy are shown. By assuming certain capital/output 
ratios, the Planning Commission estimated that in order to increase real 
income by 150% by 1975-76, the volume of investment will have to be 
raised by 500%. According to the indications in Section II of this study, 
however, the volume of exports, and hence of import capacity, may not be 
expected to rise by more than 33-50%; that is, the expansion in the import 
capacity will be lower than in the real income and much lower than in the 
investments. Imports, assumed to equal export proceeds, can thus rise by 
no more than a third to a half! Expressed in other words, the changes in 
export proceeds (and import capacity) and investments as a proportion of 


TABLE V 
)\ Illustrative Example of the Implications of Export Prospects for India 











Actual. Plan. Percentage change 
between 1955-56 
1955-56. 1975-76. and 1975-76. 
Billions of Rupees in 1952-53 prices. 
National income . ° : , 108-0 273:0 150 
Exports ‘ 6-0 8-0-9-0 33-50 
Imports 7-5 8-0-9-0 10-20 
Net investment 8-0 47:0 500 
of which 
Wages and salaries * 3-0 19-0 500 
Capital goods * 5-0 28-0 500 
of which 
Domestic capital goods out- 
put. ; , ° 2-0 23-0 1,100 
Imported capital goods ft . 3-0 5-0 66 








Index numbers. 
Industrial production { . ; , 100 | 650 550 


Percentages of national income. 
6 3-4 


Imports . ; ‘ ‘ ‘ 7 3-4 
Investment . . ‘ ‘ ‘ 7 17 











Note. The figures are rounded to the nearest five or ten. The estimates of national income and 
net investment in 1975-76 are taken from the Planning Commission, Second Five Year Plan (New 
Delhi, 1956), p. 11. 

* Net investment in 1955-56 broken down into the following rough proportions: wages and 
salaries about two-fifths, domestic capital-goods one-fourth and imported capital equipment one- 
third. 1975-76 estimates based on maintaining the ratio of wage costs at two-fifths of total in- 
vestments. 

t 40% of total imports in 1955-56 and assumed to be at the most 60% of imports in 1975-76. 

¢~ Assuming an increase of 60% during each plan period. 


national income will be in inverse directions; export earnings will fall from 
6% of national income in 1955-56 to only 3-4% in 1975-76, whereas 
investment will rise during this period from about 7 to 17% of a much larger 
volume of national income. 


1 In the ’sixties, the burden of repayment of loans and interest alone may be expected to be as 
high as a fifth of the export proceeds. Imports will in fact have to be correspondingly lower. 
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By continued and strict import controls, it may be possible to raise the 
share of capital goods imports in total imports from 40% at present to 
petween 50 and 60% by 1975-76. In view of the fact that the growth of 
industries will also necessitate enlarged imports of essential raw materials and 
fuel oils, this can hardly be considered an easy task, though it may have to 
be done. It will then be possible to raise the volume of imported capital 
goods faster than total imports—say by about two-thirds. But the volume 
of investment and, assuming a constant proportion of labour costs and 
capital goods in investment, the availability of capital-goods has to 
increase by 500% to attain a growth of 150% in real income. As stated 
above, the slow development of the exports will thus act as a built-in de- 
pressor upon economic growth. 

Obviously, if economic development is to be assured, it will be necessary 
tS aise the domestic output of the capital-goods sufficiently fast to supply 
all the capital-goods that are needed for net investment. As can be seen 
from Table V, the present domestic supply of capital-goods will have to be 
raised more than eleven times, or doubled every five years.1 Since total 
industrial output may not rise by more than 50-60% every five years, the 
output of consumer goods will obviously increase even less rapidly. The 
basic parameters,in the example may be varied to suit somewhat different 
assumptions. But the central implication of the slow growth of India’s 
export trade will still remain that the domestic output of capital-goods will 
have to be raised much faster than that of consumer goods; otherwise there 
will not be an adequate volume of capital-goods forthcoming for investments 
needed to assure economic growth. Many pre-industrial countries, with 
export prospects not altogether different from India’s, will be faced with a 
similar situation. 

In the light of the foregoing, it would seem that the whole question of the 
development of capital versus consumer goods industries has been discussed 
without serious reference to the long-term economic realities in India and 
other pre-industrial countries. The enthusiasts for alleged benefits of the 
present international division of labour have in the main concentrated on 
the cost advantages that follow from continuing to export agricultural raw 
materials and finished products based thereupon and to import capital 
equipment. These are often reinforced by suggesting that the investments 
should be made preferably in the consumer-goods industries, which require 
less capital and are quick-maturing, rather than in the capital-goods in- 
dustries; and this would lead to a faster growth. What is assumed, of course, 
is that the export trade of a pre-industrial country would invariably be 
expanding fast enough to provide for the capital-goods imports needed for 


? The actual requirements will be even higher because with the cumulative expansion of the 
stock of the capital, the proportion of replacement investments in total gross investments will also 


rise. See E. D. Domar, ‘‘ Depreciation, Replacement and Growth,” Economic Journat, March 
1953. 
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the rapidly rising volume of investments. In reality, however, this assump- 
tion is valid for a few petroleum-producing countries only, which account 
for less than 5% of the population of the pre-industrial world. For most 
of the other pre-industrial countries, however, it will be necessary to break 
the stranglehold of the slowly rising export proceeds (and hence ability to 
import capital-goods) upon economic growth by a sharply accelerated rate 
of domestic capital-goods output; the situation will be substantially different 
if capital transfers on a very large scale will be available. 

The protagonists of the heavy industries, on the other hand, have often 
used the crude but telling argument: India has mountains of the highest- 
grade iron ore, so why not smelt iron and steel and fabricate it? Some of 
the left-wing economists have cited the experience of the Soviet Union and 
other centrally planned economies in support of the priority for capital-goods 
industries; the association of an ideology with an argument made it easy 
for the non-believers to reject it. 

Apart from considerations of ideology or of theoretical elegance, however, 

e inevitable implication of the stagnation of exports and hence import 
capacity is that an adequate flow of capital-goods for investments cannot 
be assured without a much faster development of the heavy industries than 
any other sector of the economy for some years to come. The import policy 
will, therefore, have to be strictly and rigorously selective, not just encourag- 
ing all capital-goods imports as against consumer goods, but even within 
capital-goods imports giving the highest priority to the imports of the capital- 
goods that produce capital-goods. This generalisation also applies to those 
pre-industrial countries which cannot expect a rapid enough increase in their 
export proceeds to provide adequately for the needed capital-goods imports. 
In the process, the present international division of labour will be altered. 
India, a primary producing country, will reduce rapidly its dependence on 
capital-goods imports for economic growth in the same manner as the 
industrialised countries have reduced their dependence on the exports of the 
agricultural raw material producing countries. 

SURENDRA J. PATEL 
Geneva. 
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THE TERMS OF TRADE OF MANUFACTURES 
I 


MoveEMEnTs in the terms of trade of manufactures reflect changes in the 
scarcity of manufactures in the world economy. W. A. Lewis has shown 4 
how the terms of trade normally offset changes in the relative volumes of 
manufactures trade and other trade, so that the value ratio of manufactures 
trade to total trade remained fairly constant within two points of 37% from 
the 1880s to 1950. This held until 1951. If 1950-51 is compared with 
1930-38 the volume of manufactures trade was 27% higher, but this was 
“ corrected ” by a 30% deterioration in the terms of trade of manufactures— 
so that the value ratio of manufactures trade to total trade fell by 3% of 37-7 
of the total in the thirties to 36-8% of the total in 1950-51. Although values 
slightly over-corrected volumes, the movement in values was in the expected 
direction, and the value ratio of manufactures stayed in the expected range. 
After 1951, however, the accustomed relationship no longer applies. A 
comparison of 1952-57 with 1950-51 shows the ratio of the volume of 
manufactures trade to the volume of total trade 7% higher, yet the terms 
of trade improved by 12%. The value ratio of manufactures trade to 
total trade rose by 20% of 36-8% of the total in 1950-51 to 44-3% of the 
total in 1952-57.? 

Were the terms of trade of manufactures in 1952-57 by 20% too favour- 
able? If so, the terms of trade at the time of the Korean War were 
“normal” and the subsequent improvement “abnormal.” Or is it more 
relevant to note that the terms of trade of 1952-57 were at about the same 
level as prevailed before 1914, so that the Korean terms of trade were 
“abnormal” and 1952-57 “ normal”?* Is the volume of manufactures 


1 W. A. Lewis, “‘ World Production, Prices and Trade,” The Manchester School, May 1952, 
pp. 106-9. 

* In Lewis’ statistics, op. cit., the manufactures ratio never exceeded 414 and exceeded 40 only 
three times. Estimates for the 1950s derived from United Nations statistics and linked to Lewis’ 
result for 1950: 

1950. 1951. 1952. 1953. 1954. 1955. 1956. 1957. 
Manufactures Ratio at constant terms of 


trade, % . ‘ : ' . 364 38:7 393 402 40-2 398 405 408 
Terms of Trade (1950 = 100)... - 100 104 91 3o.6OOSGté‘éM7” 89 87 
Manufactures Ratio at current terms of 

trade (Lewis Ratio), % . ‘ - 364 37-2 43:2 447 419 43-7 45:5 469 


* “Excess” of the volume ratio of manufactures trade to total trade in 1950-57 over: 
1881-89. 1890-99. 1900-9. 1910-13. 1921-29. 1930-38. 1950-51. 1952-57. 1957. 
% 15 22 21 19 23 30 5 —1 —3 
Derived from F. Hilgerdt’s revised series: ‘‘ The Development and Composition of World Trade, 
1871-1938” and United Nations. Linked with aid of Table VI in H. Tyszinski: ‘‘ World Trade in 
Manufactured Commodities,” The Manchester School, September 1951. 
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trade untenably high when the volume share of manufactures trade to total 
trade is between 15 and 30% higher than in any decade from the 1880s to 
the 1930s? It was untenable without unfavourable price movements until 
1951, but subsequent increases in the ratio of manufactures trade to total 
trade were supported by a favourable trend in prices. What special con- 
catenation of events enabled manufactures after 1951 to lead in world trade 
by volume and unit value? } 


II 


An attempt to answer such questions requires in the first place an 
examination of the annual movement in the terms of trade. This reveals 
certain relationships that may assist in an assessment of future prospects. 
The annual movement in the terms of trade is best regarded as a marginal 
movement. If the quantities that determine the relative scarcity of manu- 
factures are constant, relative values are constant; if these quantities vary 
at unequal rates, relative values change. The relative marginal changes 
in the relevant quantities determine, or are determined by, the direction of 
the terms of trade. The relevant quantities are the volume of manufactures 
trade, the volume of total trade and the volume of industrial production. 
It was possible to relate the first two only and get an adequate picture of the 
probable behaviour of the terms of trade until 1951, but this is no longer 
possible. It is not claimed that the relation between changes in the three 
quantities mentioned will suffice to explain the probable course of the terms 
of trade for all time, but it does for the 1950s. Nor do these relations show 
by how much the terms of trade change, but they show in what direction 
the terms of trade are likely to move. 

To avoid tedious repetitions of long phrases, the following symbols will 
be used: 

m = the annual percentage growth over the previous year of the volume 
of manufactures trade; 
t = the annual percentage growth over the previous year of the volume 
of total trade; 
w = the annual percentage growth over the previous year of the volume 
of industrial production. 


The table on p. 510 shows that the normal twentieth-century relation is for m 
to be greater than ¢, though there are some exceptions. The relation 
between ¢ and w was less regular. From the relative behaviour of m, t 
and w it is possible to deduce the direction of the accompanying terms of 
trade as long as m > t. 

The figures in the table are five-year averages. Five years is long 


1 The unfavourable movement from 1953 to 1954 (see footnote 2 on p. 507) interrupted the trend 
only temporarily. It is similar to jerks in the terms of trade that have sometimes occurred at this 
particular stage of the trade cycle, i.e., well ahead of a Juglar recession (e.g., from 1926 to 1927), 
but this cannot be proved until it is known whether the 1957-58 recession turns out to be of the past 


Jugiar type. 
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1 enough to eliminate most purely temporary changes and short enough not to 
0 eliminate major fluctuations. The five-year periods are grouped according 
il | to the relative magnitudes of m, t and w. The table extends from 1892-96 
41 | to 1953-57, excluding war and post-war years, for which all the relevant 
\- statistics are not available on a world-wide basis. 1882-86 to 1891-95 
le could be included but would merely add ten more rows to section D without 
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adding to its analytical value. Figures are shown to one decimal only for 


ease of reading the table. Where smaller fractions matter, their direction 
is indicated. This suffices for the purpose of the present analysis, where it 


n 
ls may matter whether, say, i is greater or less than 1-0 but does not matter 
s 


whether it is 1-01 or 1-02. The figures are averages for five annual growth 


i" rates over each previous year; hence the relationship of m, ¢ and w is not 
necessarily the same for each constituent year as in the five-year period 
7 h 
ss shown. 
of The relation of m to ¢ shows whether the marginal change of m and ¢ from 
one period to the next has made traded manufactures scarcer or less scarce 
n. | relatively to all traded goods. If . > 1, a 1% increase in total trade is 
he . , . 
‘a accompanied by a greater than | % increase in manufactures trade: manu- 
‘ ‘ m 
ee factures are relatively more abundant in trade. Were 7 the only relevant 
ns —* 
relationship, the terms of trade of manufactures would have deteriorated 
| throughout most of the present century, including the 1950s. 
i m must also be related to w. If — >1, a 1% increase in industrial 
il | aes oa : 
production is accompanied by a greater than 1% increase in manufactures 
ne | trade. In the previous case of 7 min tis a significant relation, since m is 
part of ¢. m in w is not a meaningful relation: m comes out of w, but the 
ne j two need not necessarily move in the same direction (even if they normally 
me | do). The significant relation is w form. If _- 1, the growth of industrial 
: production does not keep pace with the growth of manufactures trades. 
‘m | There is greater scarcity of manufactures for trade. (Any other interpreta- 
on tion would imply world-wide dumping of manufactures. This is incon- 
, | ceivable in prosperity. Even in depression this is not likely to be practised 
of on a world-wide scale and, if it were attempted, it would not be tolerated.) 
é m_m : 
ng If then Re Pe 1, the enhanced scarcity of manufactures for trade 
end outweighs the enhanced abundance of manufactures in trade. The net 
— ___ Scarcity of manufactures has increased. The terms of trade of manufactures 
: . m  - et. & 
can improve because he 1 despite > 1, if a9 (or ¢ > w). 
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Five-year Averages of Annual Percentage Changes in the Terms of Trade of Manu- 
Sfactures, and in Growth Rates and Relative Growth Rates of Volumes of Manu- 
factures Trade (m), Total Trade (t) and Industrial Production (w) 


(Note regarding signs: terms of trade: 


growth rates: 


relative growth rates: 


+ = deterioration 


— = improvement 
+ = increase 

— = decrease 
modulus) 





























. , a Relative growth 
erms rates. 
Years of ] 
trade. -_— 
m |e fom | | UPL | Ue 
w| | t w 
| } 
Section A(1) 1892-1896 |} —1-2 +55 | +3-1 | + 2-5 2:2 18 | 12 
where 1901-1905 || —1-0 +5°7 | +51 | + 5:0 1-1+ | 1-1 10+ 
|m| > |t]> |w| 1904-1908 |} —0-5 |} +44 | +2-7 | + 2:0 2-2 1-6 1-4 
and 1925-1929 || —0-7 || +6-7 | +60 | + 5-9 1-1+ | 1-1 1-0+ 
bs m t 1 1930-1934 |} —3-8 || —7-1 | —45 | — 3-4 2:1 1-6 1-3 
"|> 7> <|> 1931-1935 || —1-2 || —3-8 | —2-1 | + 1-5*]} 2-5 1-8 1-4 
1951-1955 |} —1-6 |} +82 | +61 |} + 60 1-4 1-3 1-0+ 
1952-1956 || —2-6 |} +64 | +55 | + 48 1-3 1-2 1-1 
Section A(2) 1893-1897 || —0-2 || +42 | +40] + 3-3 1-3 1-l1— | 1-2 
where 1908-1912 |} +0-4 |} +43 | +42 | + 3-7 1-2 10+ | 1-1 
|m| > |t| >|w] 1923-1927 |} +44 || +76 | +7:4]+ 58 1-3 10+ | 1:3- 
and 1924-1928 || —0-3 || +6-7 | +66] + 56 1-2 10+ | 1-2-— 
m t|_ |m 1926-1930 || —3-3 |} +38 | +28] +4 1:8 2-1 1-4 1-6 
el>|E >t|> 1) 1953-1957 | —1-0 || +73 | +67]+4 5-0 || 15 1-1 13 
Section B 1902-1906 || +0-2 |} +59 | +46 |] + 5-2 1-1 1-3 0-9 
where 1903-1907 |} +0-5 || +50 | +38 | + 4:2 1-2 1-3 0-9 
|m|>|w|>|t| 1922-1926 || +5-5 || +99 | +86] + 89 1-1 1-2 1-0-— 
and 1928-1932 | —6-8 |} —7:0 | —3:5 | — 59 1-2 2-0 0-6 
m|_ |m| | t || 1929-1933 || —5-5 |} —7-9 | —3-8 | — 4-1 1-9 2:1 0-9 
Hee =| >|1|>|<) 
t w| | w} 
Section C 1895-1899 || +0-4 |} +5-3 | +3-9 | + 6-7 0-8 1-4 0-6 
where 1896-1900 || +1-8 |} +2-3 | +2-1 | + 4:7 0-5 1-1 0-4 
jw] >|m|>|e| 1898-1902 |} +0-9 |} +3-0 | +2-4 | + 5-7 0:5 1-3 0-4 
and 1905-1909 |} +.0-2 +39 | +39 | + 40 10— | 1-1 0-9 
\™| a 4 t\| 1909-1913 |} +1-5 || +58 | +5-0 | + 6-4 0-9 1-2 0-8 i 
Fl>[1> [eI >|= 1932-1936 || +1-9 |} +0-6 | +05 | + 68 0-1 1-2 0-1 
‘ 1933-1937 || +4-6 || +8-0 | +55 | +11-5 0-7 1-5 0-5 
1934-1938 |} +2-5 || +67 | +36 | + 69 10— | 19 0-5 
Section D 1894-1898 || —0-4 | +43 | +4714 5-8 || 0-7 0-9 0-8 
where 1897-1901 |} +1-3 |} 41-4 | 41-7 | 4+ 51 0-3 0-8 0-3 
|w|>|t|>|m| | 1899-1903 } +06 ]| 425] 427/444 106 |09 | 06 
and relative growth | 1900-1904 || —0-1 42:0 | +28 | + 2-9 7 | oF 16- 
rates below | and no| 1906-1910 || +0-6 42-5 | 43-2 | + 3-2 0-8 0-8 1-0 
consistent relation | 1927-1931 —4-9 +04} +11 | — 16 0-3 0-4 0-7 
between them 
Section E 
where 1907-1911 || +0-2 | 43-1 | +35/+26 | 12 | 09 | 13 
|t| >|m| >| | | 
| | 














* w was positive, but a growth rate of +1-5% is a depressed rate. Even without the modulus | 


it would appear legitimate to read from left to ri 
that m>t>w holds in order of depression. 


Sources: 1950s: United Nations. 


ght and compare the three depression rates, 80 


’ 


1890s to 1930s: Terms of Trade: W. A. Lewis, op. cit., Table IT. ; 
Manufactureres Trade and Total Trade: F. Hilgerdt, op. cit. 


Industrial Production: W. A. Lewis, op. cit., Table I, series A. 
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eee 
wt 


of trade of manufactures when m > ?, it is by itself no guarantee that this 


> 1 states the basic condition for an improvement in the terms 


: , ao f ‘ ‘ : 
will be so. The result is certain only if 4 stands in appropriate relation to 


” and -. The two A sections of the table depict fourteen cases where 
w 


\m| > |¢|>|w|. In twelve of these (all A(1) and some A(2)) the terms of trade 
of manufactures improved, but the result was certain only in the nine A(1) 


| 
cases where lm > A > 4 > -. 
|w| t| ~ |w 


Now, if m >t >w, then - >F > 1 and there is a possibility of a 


favourable movement in the terms of trade of manufactures. Alternatively, 
, m.m t os . , t 
ifm>t>w, rl + 7°. > 1. This is a truism, but points to 2 balanc- 


ing factor. : is the growth of total trade relatively to the growth of in- 


Pp , ‘ m on a ae 
dustrial production. It consists of a which is industrialists’ enhanced 


non-m part of t ak 
offer of manufactures for trade, and of —— oe, which is the enhanced 


, , . , t 
volume of non-m trade relatively to industrial production. may be called 


. , Ee m 
the changed industrial offer for trade. As long as ~p 1 not greater than ah 


the rise in industrialists’ offer for trade does not offset the enhanced net 


. m m m_m t ae 
scarcity of manufactures (2 > 7] . = a iad an 1, then the conditions 


are set for manufactures to lead by unit-value as well as by volume. 


In the A(1) cases where |F|>|" >|! >1 applies, (m—w) > 








(m — t) > (t — w) >1 applies as well; and if (m — ?#) > (t — w), then 
(m—w) > 2(t—w). The excess of m over w (which makes ™ >1 
and causes the enhanced scarcity of manufactures for trade) exceeds (m — #) 
(the cause of the enhanced abundance of manufactures in trade) and 
(m — t) exceeds (t — w) (the cause of the enhanced industrial offer for 
trade); and the enhanced scarcity of manufactures for trade is at least 
twice as great as the enhanced industrial offer for trade. The enhanced 
net scarcity of manufactures—which can be written (m — w) > (m — t)— 
is assured by the condition above which implies (m — w) > 2(¢ — w). 
When ¢ > w, development is outward looking; when m > t¢ as well, the 
outward looking development is especially marked in manufactures. 
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There is a trade drive, and in particular a manufactures trade drive. To 
ensure its success—in the sense that it is supported by favourable terms of 
trade and not frustrated by unfavourable terms of trade—it is not enough 
for m > t > w, but the difference between m and ¢ must be greater than the 
difference between ¢ and w. As long as m is sufficiently larger than 
m 
t 
in 1901-5, 1925-29 and 1951-55). The net scarcity of manufactures may 


t and w, ¢t and w can be nearly equal (and ~ = >= > 1, as happened 


be only slightly raised. It is nonetheless effective as long as = is a fraction 


es 
above —4 and — is below ~. 
t w t 


The A(1) conditions prevailed in 1951-55 and 1952-56. There are six 
precedents. Two are negative ones: m fell more than ¢, and ¢ fell more than 
w (1930-34, 1931-35). Another two occurred when ¢ and w were rather 
close (1901-5, 1925-29) and were soon replaced by inward-looking de- 
velopment (w >#). The remaining two occurred when w was rather low 
(1892-96, 1904-8) and were not maintained when w recovered. It is 
possible that manufactures will continue to succeed in the 1950s where past 
success was rare and short-lived, but this cannot be taken for granted: m, t 
and w influence each other, and a rise in any one of them can induce changes 
in the others and so transform an A(1) situation into any of the others 
depicted in the table. 1953-57 was still an A case, but only an A(2) one. 

If m rises, ¢ is raised but less than proportionately since m is part of ¢ but 


, Mm. 
not the whole of ¢. The rise of 7 is damped down but not offset. If# 
: t. . ——. . ee — 
rises, © is raised, so that a rise in 3 implies a lesser rise in - A rise in m 


also raises ze But while a rise in m must raise ¢ in appropriate ratio (m 


being part of ¢), it is uncertain how w will be affected. True, traded manvu- 
factures are taken from industrial output, but the increase in m may be 
compensated by a lesser growth of domestic sales of manufactures. Com- 
plete compensation seems unlikely, since a rise in m makes industrial pro- 
duction more profitable. m is more likely to induce some rise in w, but a 











less than proportionate one since only part of industrial output is affected 


by m. Moreover, the m-induced rise in w is likely to be less than the 
m-induced rise in ¢, since the share of industrial production devoted to 
international trade is less than the share of manufactures in international 
trade. So far, the m-induced changes in ¢ and w reinforce rather than 


m m i 7 awies 
weaken the excess of — over rt But the rise in w also induces a rise in t. 


It may or may not raise the m part of t, and once more reinforce the lead of | 


m. It is bound to raise the non-m part of t, since more industrial production 
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requires more primary products. A rise in w then raises ¢ relatively to m, 
again less than proportionately if only the non-m part of ¢ is markedly 
raised. Thus m raises the m part of ¢ and w raises the non-m part of ¢. 


As long as the combined effect of m and w on ¢ does not raise < above . 


‘ , ‘ t 
situation A(1) prevails. But once - becomes greater than > the manu- 


factures trade drive is no longer certain to be supported by a favourable 
movement in the terms of trade of manufactures. 

With ">* 57 

wi w ¢t 

= > ; > 1) , but this is now partly offset by : being relatively high. 


> 1, there is still enhanced net scarcity of manu- 
factures ( 


If the excess of Z over . is slight, the effect is negligible. In all but one of 


the A(2) cases (¢ — w) > (m —#) applied. Hence, (m — w) > 2(t — w) 
did not apply and the net scarcity of manufactures was not assured. In 
1926-30, (m — w) > (m —t) = (t —w) applied and (m—w) was still 
twice as large as (¢ — w). The net scarcity of manufactures was hardly 


offset. In 1953-57 the ordinary A(2) relation = > >= applied and 


(m —w) > (t — w) > (m —t) applied as well, but again the excess of 
m 
t 
scarcity of manufactures was somewhat offset, but still substantial. The 
results for 1926-30 and 1953-57 resemble A(1) cases. In all other A(2) 
cases, m and ¢ were rather close. If (¢ — w) exceeds (m — t) and (m — ?) 


m : , 
— over — was substantially higher than the excess of ‘ over . The net 


‘ t ‘ 

is small, 4 approaches < or ¢ approaches m. There is no clear lead of 
m 

manufactures. = 1 means the enhanced abundance of manufactures 


in trade is negligible, and = =< that the enhanced scarcity of manu- 
factures for trade roughly equals the enhanced industrial offer for trade. 
In general, when i exceeds sd total trade has become high relatively to 
industrial production, and this reinforces an abundance of traded goods 


. ‘ ‘ P t 

(including manufactures) rather than their scarcity. But = does not exceed 
m ‘ ‘ R , 

7 8° that the enhanced industrial trade offer does not entirely outweigh the 


, t m 
enhanced scarcity of manufactures. Normally, when = approaches my n° 


sharp movement in the terms of trade is to be expected. This held in three 
No. 275.—vVOL. LXIX. LL 
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of the four clear A(2) cases (where ¢ = m), but not for 1923-27. For 1923- 
27, the average annual movement in the terms of trade is influenced by an 
abnormally sharp movement in 1923 (+19-3%), which was probably due 
to special post-war problems. The average movement in the terms of 
trade in 1924-27 was +0-7% (which was moderate by inter-war standards: 
the average for the inter-war periods shown in the table was 3-5%, dis- 
regarding sign). 

Section A(1) of the table depicts clear cases of manufactures trade 
drives. The A(2) cases are periods when the lead of manufactures was less 
marked. In sections B, C and D, w >#: industrial production grew 
faster than trade. In B, C and D cases development is inward-looking. 


The balancing factor = <1. Insection B|m|>|w|>|¢|. = > 1, so there is 
m 
t 
which implies net abundance of manufactures. In B cases, where all three 
growth rates are positive, the terms of trade of manufactures must deteriorate. 

In a B situation the terms of trade of manufactures can improve only 
in severe depression when all three growth rates are negative. Then the 
fall in the abundance of manufactures in trade exceeds the fall of the 


scarcity of manufactures for trade. But this is outweighed where — > 2 


P a 
scarcity of manufactures for trade. With 2 1, the general abundance of 


trade relatively to industrial production also falls. A net scarcity of manu- 
factures is created through a fall in abundance. Compare this with the 
A(1) depression cases where = > 7 > —: > —1 and the net scarcity 
of manufactures is enhanced relatively to the industrial trade offer. 

In the C and D cases, w >m. In section C, w >m >t so that 
4 and < are less than 1 and : >1. There is an excess supply of manu- 
factures: they are relatively abundant in and for trade. The terms of trade 
of manufactures deteriorate. 

In section D m is behind both ¢ and w. All three fractions are less 
than 1. There is no consistent relation between the relative growth rates 
and the terms of trade. The result is indeterminate. Shoulda w >t >™m 
situation arise again, information will be needed about the growth of world 
primary production as well as of primary product trade, so that the scarcity 
of primary products for trade can be estimated as well as the scarcity of 
primary products in trade. When primary products lead in trade, such 
information is needed for determining the direction of the accompanying 
terms of trade. 

Section E shows one instance where t >m >w. It was a transition 
period from D to A(2). With ¢ >™m, the result is again indeterminate. 
¢t >w >m did not occur. t-leads are freak positions as long as the terms 
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of trade of manufactures are determined by what happens in manufacturing 
production and in manufactures trade. For most of the twentieth century 
the choice has been between outward-looking industrial development (lead 
of m) and inward-looking development (lead of w). Nothing else is likely 
to become “‘ normal ” as long as the bulk of world trade is with or between 
industrial countries. 

The favourable conditions for manufactures in the 1950s can last as long 
as trade continues to grow faster than industrial production and manu- 
factures trade grows even more relatively to total trade. It did not last 
in the 1920s because ¢ became too large relatively to m and w. It did not 
last in the 1890s, the 1900s and the 1930s because m or ¢t or both became 
too low relatively to w or w became too high relatively to the other two. 


III 


The outward-looking development, with manufactures in the lead, 
enabled the favourable marginal movement in the terms of trade of manu- 
factures in most of the 1950s. The average level of the terms of trade of 
manufactures in 1950-57 was about the same as before 1914. If 1913 = 
100, the average terms of trade of manufactures in 1880-1913 were 96 
(maximum 104, minimum 90) and in 1950-57 again 96 (maximum 106, 
minimum 89). In the 1930s the marginal movement was unfavourable 
to manufactures in recovery, but the average level was favourable (74). 
If it is the function of an appropriate marginal movement in the terms of 
trade to restore a given equilibrium relationship between the unit-value of 
traded manufactures and other traded goods, the marginal movement in 
the terms of trade of manufactures in the 1950s might be regarded as an 
incomplete fluctuation around such an equilibrium level. Perhaps “ 96 ” 
is the equilibrium unit-value relationship between traded manufactures 
and other traded goods when w fluctuates around 4% or more. (4% is the 
average for 1881-1913; 5% applies to the 1950s; in the inter-war years it 
averaged only 3%.) If so, the normal equilibrating movement of m, ¢ and 
w at full or near-full employment may come into play and offset the very 
favourable movement in the terms of trade of manufactures after 1951. 
Korean or near-Korean terms of trade would be an only slightly ex- 
aggerated unfavourable end of a normal fluctuation around 96, while 
the terms of trade of 1957 (89) would be at or near the favourable end 
of such fluctuation. Were the value ratio of manufactures in total 
trade (the Lewis ratio) still the same constant as in the past, it would be 
tempting to argue that with full employment the terms of trade fluctuate 
around “* 96,” 

If there is an equilibrium level of the terms of trade when there is 
industrial full employment, and an appropriately lower one when there is 
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industrial unemployment, the marginal terms of trade must cancel out 
over time and the long-run =2 must equal 1. 1882-1913 fulfils these re- 
quirements to near-perfection: the average marginal movement of the terms 


of trade was —0-04% and the long-run : was 1:04%. For 1922-38 the 


figures are: average marginal terms of trade —0-6%, long-run . 0-9%. 


These periods are not strictly comparable. They indicate, however, that 
in the very long run the marginal terms of trade tended to cancel out in the 
past. There was no significant long-run bias in the marginal terms of trade 
before 1914. In the inter-war years there was some bias in favour of manu- 


factures, but having regard to the dong-run = being below 1, this just helped 


to keep the Lewis ratio fairly constant. The Lewis ratio was never over 
39-2% in any five-year period before the last war,? but came to 40-7% in 
1950-54 and then rose to 445% in 1953-57. With the volume ratio of 
manufactures now higher than at any time in the recorded past, this may 
yet mean that the value ratio (Lewis ratio) will settle down at some higher 
level than in the past and the marginal terms of trade will fluctuate around 
some equilibrium level to maintain it. 

This is possible, but by no means certain. Conditions may become less 
favourable to manufactures and the old Lewis ratio may be restored after a 
drastic fall in manufactures values. Or, the favourable conditions of the 
1950s may become “ normal ” for some time and a new Lewis ratio far off. 
The second part of this paper has shown how manufactures can lead in trade 
by volume and unit-value if m >t >w and (m— w) > 2(¢—w), and that 
m, t and w interact. As long as the offsetting forces are strong enough 
always to restore the old value-relationships, it is possible to think of an 
equilibrium value ratio of manufactures in trade and of equilibrium terms 
of trade. If there is full employment, w is high. If w is high relatively tot 
but below ¢, and m is appropriately higher still, then there is a movement 
towards a higher Lewis ratio supported by a favourable movement in the 
terms of trade of manufactures. The limit is set by the condition that 
industrial activity must not rise faster than trade (¢ > w must continue). 
If industrial activity rises faster than trade, the terms of trade of manu- 
factures deteriorate: the terms of trade act once more as stabiliser of the 
Lewis ratio. Full employment was an important factor in producing the 
favourable circumstances for manufactures in the 1950s. It was not the 


1 The long-run . is the total of the five-year averages of m, having regard to sign, divided by 
the total of the five-year averages of t, having regard to sign. It is not comparable with the total 
of the as in the table, where signs are ignored. 

2 Op. cit. 
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only factor. There was full employment in the 1940s, but the terms of 
trade of manufactures deteriorated. Full employment can ensure that 
w is high relatively to ¢, but it cannot by itself ensure that ¢ > w nor that 
(m —t) >(t—w). Manufactures did well in the 1950s because of a 
combination of full employment and improved trading conditions. 


In the 1950s é > 1 prevailed. f > 1 means an enhanced industrial 


offer for trade and outward-looking development in the industrial world. 
In other words, industrialists’ offer for more international transactions rises 
relatively to industrialists’ offer for more domestic transactions. True, 
w does not measure the increase in all domestic trade which depends on the 
national income; but w measures changes in the quantity the industrial 
sector of the economy can offer for domestic and international trade. As 
far as transactions by and with industrialists are concerned, internationally 
traded goods are relatively more wanted than domestically traded ones. 
The terms of exchange between all internationally traded goods and 
domestically traded goods move in favour of the internationally traded 
ones. (Terms of exchange, rather than terms of trade, is used to denote 
the exchange ratio between domestic and internationally traded goods, 
while terms of trade is reserved for the international terms of trade of 
manufactures over other goods.) International values are higher relatively 
to domestic values than they otherwise would be. 

When ¢ = w, industrialists are indifferent between more international 
trade and more domestic trade. When ¢ < w, industrial development is 
inward-looking. Industrialists prefer more domestic trade to more inter- 
national trade, so that internationally traded goods lose value relatively to 
goods industrialists trade at home. International trade lags behind domes- 
tic industrial development and the terms of exchange move against all 
internationally traded goods. 


Although “ > 1 implies an improvement in the terms of exchange of 


internationally traded goods, it does not indicate whether the terms of 
trade will move in favour of manufactures or other goods. As has been 
shown before, manufactures are certain to gain only if m is greater relatively 
to ¢ than ¢ is relatively to w. 

If m >t >w, the outward-looking development is most noticeable for 
manufactures, and all the more so if (m—#) >(t—w). To keep m 
sufficiently high relatively to ¢ and w requires increasing international 
specialisation. There is no lack of new ideas that can be applied to in- 
dustry; and if each can concentrate on the development of his own ideas 
rather than duplicate others’, each will reap the maximum reward. This 


. , : : we 
is ancient free-trade doctrine. In the present context it means p rises. 


Given full employment, w is high. Given freer trade in manufactures, m 
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rises relatively tow. When mand wrise, t rises too, but in a normal twentieth- 
century relation ¢ rises by less than m. Thus full employment and freer 
trade together encourage the relative growth of m, ¢ and w in a 
= >F > f > 1 relation. The rewards of full employment in the manu- 
facturing world are reinforced by a favourable movement in the terms of 
trade of manufactures. 

If full employment is accompanied by increasing trade restrictions, w is 
raised and m lowered. The terms of trade of manufactures are unlikely to 
move favourably for long. If industrial countries impose tariffs on manu- 
factures, this lowers the unit values manufacturers can hope to get for their 
exports to industrial countries; such trade becomes less profitable and its 
volume falls before long. Quantitative import controls reduce volumes 
directly. Moreover, if manufactures are kept out of manufacturing coun::ies 
the scope for specialisation is reduced and the scope for duplication is in- 
creased. More duplication means more like goods and probably more 
lower-value goods. For the higher skills cannot be used to maximum 
advantage when effort has to be applied to duplication. In any case 
relatively more like goods are offered for trade, and this depresses their 
unit-values. Once more there is less profitability in such trade, and volumes 
are likely to fall again. m falls and drags down ¢. Restrictions on manu- 
factures trade in times of full employment move the terms of exchange 
against internationally traded goods, and especially against internationally 
traded manufactures. Only if there is a deep depression, with m, ¢ and w 
negative, can the terms of trade of manufactures improve with trade re- 
strictions increasing: for the increase in trade restrictions on manufactures 
depresses m even more relatively to ¢ and w. In prosperity restrictionist 
manufacturing countries lower each other’s potential gains. Nor do they 
benefit others: if the terms of trade of others improve, the terms of exchange 
of internationally traded goods are still kept low. In prosperity a re- 
strictionist manufacturing world hurts others less than it hurts itself. In 
depression it hurts others more than itself. 

If development is outward looking, specialisation can increase. Instead 
of duplicating each others’ efforts, manufacturers can concentrate on what 
sells best—until such development is halted by restrictions. Now, the 
1950s cannot be described as an age of free trade, but have been an age when 
the major industrial countries reduced trade barriers. There have been 
set-backs and there is still plenty of opportunity for further reductions in 
trade barriers. There were decades in the past when trade was freer. 
But from the 1880s to the 1930s there was no decade without one or more of 
the major industrial powers increasing obstacles to trade, especially to 
trade in manufactures. The 1950s are the first decade since the 1860s 
with a general movement towards freer trade. While past protection 
lowered volumes and unit values of manufactures trade, as intended, the 
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beginnings of its removal had the opposite effect. Exports of manufactures 
rose to all destinations and especially to manufacturing countries.!_ Instead 
of attempting to sell more like goods to the poor, manufacturing countries 
now offer a greater variety as well as quantity of goods to tempt the rich 
and the poor. Of special importance are falling trade barriers in rich 
manufacturing countries which presents opportunities for selling more 
high-value goods. Past protection contributed to keeping unit values and 
volumes of manufactures trade down and contributed to the constancy of 
the Lewis ratio. It is not suggested that it was the only cause, but it was 
not insignificant. Equally, the reduction in trade barriers in the 1950s 
was not the sole cause of the rising share of manufactures in world trade, 
but it was an important contributory factor. 

From 1882 to 1913, industrial production grew on average by 4% a 
year and manufactures trade by 3%; in 1922-38 the rates were 3% and 
2%; inthe 1950s 5% and 7%. While it cannot be expected that the growth 
of manufactures trade can persistently outstrip the growth of industrial 
production, as long as there is scope for increasing specialisation rather than 
duplication of industrial effort manufactures trade might well be expected 
to rise faster. In any case it should not persistently fall behind. While 
protection is still strong, further reductions in trade barriers are possible, 
and this by itself will tend to raise m relatively to ¢ and w. m-induced rises 
in ¢ and w will not equilibrate the marginal terms of trade or the Lewis 
ratio, as long as an artificial stimulus can always be applied to m by a 
persistent and gradual removal of obstacles to the rise in m. By fostering 
the rise in m relatively to ¢ (when ¢ > w), manufacturing interests can 
confer on themselves the enjoyment of further improvements in the terms 
of trade of manufactures. By doing so, they benefit themselves most. 
They benefit primary producers relatively less, but need not harm them: 
the terms of exchange of all internationally traded goods are more favour- 
able when industrial development is outward-looking than when it is in- 
ward-looking. Primary producers may be better off with more favourable 
terms of exchange and less favourable terms of trade than if it were the other 
way round. This applies as long as m, ¢ and w are positive. When m, t 
and w are negative, m-raising by itself would bring m closer to ¢ and w and 
eventually —m might become less than —t and —w. This might help to 
arrest an outward-looking contraction and so improve the terms of exchange, 
but the terms of trade of manufactures would deteriorate. 

None of this implies that a movement in the terms of trade in favour of 
manufactures is in itself desirable. It depends on the cause. For instance, 
if the terms of trade of manufactures were artificially improved by manu- 
facturing countries raising tariffs on primary products, such selfish action 
would adversely affect the terms of exchange available to all international 
trading interests. Again, if manufacturing interests restrict output in 
1 See, ¢.g., United Nations World Economic Survey for 1956, p. 59. 
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recession to maintain their prices at artificially high levels, they force 
primary producers to intensify competition amongst themselves for market- 
ing outlets at lower primary product prices, and the effect on the terms of 
exchange is as unfavourable as if primary products were specially taxed. 
All that is claimed here is that, when m > t, artificial restrictions on manu- 
factures trade lead to less favourable terms of trade for manufactures and 
to less favourable terms of exchange for all internationally traded goods. 
Normally when manufactures lead in trade, primary values are only certain 
to rise when manufactures values have risen. The implied time-lag may 
move the terms of trade somewhat in favour of manufactures and yet the 
terms of exchange may improve for all internationally traded goods. Most 
primary producing countries’ prosperity depends on international trade, so 
that they have no interest in any policies that artificially depress international 
values. Economic warfare amongst manufacturing countries does not help 
third parties. 

The last problem to be considered in this paper is whether favourable 
terms of trade of manufactures can persist, having regard to 1953-57 being 
an A(2) case. To transform an A(2) position of - > - > . into a safer 


m| t 
af bs 
to m and w or that m and/or w be raised relatively to ¢. To lower ¢ is an 
inferior solution. It would reduce (¢ — w) and so be a step in the A(1) 
direction. However, the normal twentieth-century relation is m > t, so 
that a fall in ¢ can be expected to lead to a more than proportionate fall in 
m and this narrows the gap between m and ¢. The lead of m is restored 
only when both have become negative. Thus a fall in ¢ leads the m: t re- 
lationship farther away from an A(1) position or into slump. There is no 
case here for restricting the non-m part of t, if a slump is to be avoided. It 
may be that ¢ cannot remain at the fairly high level of 1953-57. If so, 
manufactures will fare better if such fall in ¢ is accompanied by increase in m 
and/or w. Now tow. To raise w narrows the gap between w and ¢, and 
this is a move towards an A(1) position. Now a rise in w is more certain to 
raise ¢ than to raise m, so that the gap between m and ¢ narrows and the A(2) 
position hardens. Thus the rise in w by itself is only half a solution towards 
insuring expansion with favourable terms of trade for manufactures. More- 
over, if w raises ¢ less than proportionately, as is likely, w may rise above t 
and m and a w >m >t position might ensue—in which case the terms of 
trade move against manufactures. It should be noted that w was relatively 
low in 1953-57 because of two lapses from a high level of activity in 1953 
(w = 0) and 1957 (w = 1-7%). The w of 1953-57 was not particularly 
low by past standards, nor was it at record heights. A somewhat higher 
w would not be unprecedented. Whether w can be raised or not, to raise 
w alone leaves the difference between m and ¢ uncertain; moreover, w must 


requires either that ¢ be lowered relatively 
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remain below ¢ if the terms of trade of manufactures are to improve. To 
ensure this a rise in w should be supplemented by a rise in m. A higher m 
(with m > t) widens the gap between m and ¢ and is fairly certain to raise 
w. It is unlikely to raise w as much as it raises ¢, so that w may lag behind ¢. 
To raise m alone is usually not enough. It should be supplemented by a 
rise in w, unless m can rise exceptionally fast so as to widen the gap between 
m and ¢ sufficiently more than the gap between ¢ and w. To observe the 
rule (m — w) > 2(¢— w), m can go on rising without limit as long as 
t > wand the terms of trade of manufactures will improve. At present m 
is fairly high. Nevertheless, the limit to a further rise in m relatively to 
t and w is not set by the terms of trade as such, but by obstacles to m that do 
not affect w or the non-m part of ¢. These special obstacles to m limit the 
possible expansion of m and this causes a premature reversal in the terms of 
trade. An improvement in the terms of trade of manufactures cannot go 
on indefinitely, since the natural limits to the relative expansion of m must 
be reached at some stage, but the point of reversal can be put off. As 
long as trade barriers against manufactures can be whittled down further, a 
fully employed manufacturing world has an opportunity (if it takes it) of 
enjoying an expansion of manufactures trade in world trade with a favour- 
able movement in the terms of trade of manufactures.* 
F. V. MEYER 
Exeter. 


1 The propositions in this paper have been arrived at by economic reasoning. Where the 
presentation requires mathematical formulation I received kind advice from Miss L. G. Button 
and Mr. F. R. Oliver (Lectures in Mathematics and Economic Statistics respectively in the Uni- 
versity of Exeter). 














THE ECONOMIC POSITION OF BRITISH 
AGRICULTURE 


THE Economic JUSTIFICATION FOR Post-wAR AGRICULTURAL EXPANSION 


IN a series of articles in the Economic JourNaAL in 1950 and 195l/a 
number of economists discussed the theoretical justification for the post-war 
programme of agricultural expansion, and the principles on which it should 
be based. It may now be a suitable time to look once more at the agricul- 
tural situation and see to what extent the developments foreseen in the early 
fifties have occurred. 

The economic (as distinct from the political, social or strategic) argument 
for agricultural expansion was based on the anticipated difficulty of expand- 
ing exports sufficiently to solve the post-war balance-of-payments problem. 
The argument took two forms, one short-term and one long-term. The 
short-term form (as outlined by Robinson and Marris) was based on the 
assumption that the demand for our exports was inelastic. They could be 
increased only if their price were reduced, and the marginal receipts derived 
from them would therefore be considerably lower than their previous 
average price. If the elasticity of demand for exports were 2:8 or less (as 
Robinson and Marris assumed) it would pay to use as much as £200 worth 
of resources to replace food imports costing £100 rather than use these 
resources to increase exports.? This justified a high level of subsidisation 
of home agriculture. 

In a recent article * Professor Robinson elaborates the same thesis. He 
first argues that the subsidies to agriculture are merely the counterpart to 
tariffs on manufactured goods, and are at roughly the same rate. This 
familiar argument may contain an element of truth, but it needs two im- 
portant qualifications. First, the reduction of tariffs on manufactured goods 


1 * Import-replacement by British Agriculture,” C. H. Blagburn, March 1950. Notes by 
E. A. G. Robinson and R. L. Marris, March 1950 and March 1951, and by G. D. A. MacDougall, 
September 1950. 

2 From the normal relation between marginal revenue and price, and assuming perfect tran 
ferability of resources, it follows that if P is the price of imported food and E the elasticity of demand 


for exports it is worth using resources worth P ( | z) to produce the same amount of home-grown 


food. This expression equals unity when E = infinity. Elasticities of supply and demand for 
imports can be incorporated, if desired, in a more complicated expression. An analysis of this 
type (which reaches a diametrically opposite conclusion to that of Robinson and Marris) is given 
in a recent article (“‘ The Effect of Agricultural Price Supports on the Balance of Payments of the 
U.K.,” Alan R. Bird, Journal of Farm Economics, December 1957). In this article a startling con- 
clusion, that agricultural support causes a net loss of foreign earnings, is arrived at via mathematical 
calculations based on assumed elasticities. There may be some truth in this conclusion, but it 
hardly justified by the arguments presented. 

* “ The Cost of Agricultural Import Saving,” The Three Banks Review, December 1958. 
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through the creation of free-trade areas is being very seriously considered at 
the moment. Secondly, subsidies and tariffs are not necessarily comparable. 
If, for example, the guaranteed price for eggs is 334% above the import 
price the subsidy will ensure that farmers are paid this guaranteed price. 
If, on the other hand, there is a 33$% tariff on motor cars it does not 
necessarily follow that British motor-car manufacturers will raise their prices 
to a level 334% above those of corresponding imported cars. In this 
instance an examination of prices and the success of British motor-car exports 
clearly shows that they have not done so. 

Professor Robinson then estimates that the tariffs on manufactured goods 
reduce imports by £200 million and that the subsidies to agriculture reduce 
food imports by £300 million. If these restrictions were removed and 
imports increased by £500 million our export earnings would also have to 
be increased by £500 million, or 15%. Taking a figure quoted by Mac- 
Dougall of 2-5 as the elasticity of substitution of British and other exports of 
manufactures, Professor Robinson shows, by irrefutable logic, that to in- 
crease our export earnings by 15% to pay for these imports would necessitate 
a 50% increase in the volume of exports. This would imply spending £340 
of home resources to obtain additional imports worth £100. On these 
grounds Professor Robinson concludes that “we are using our resources 
economically.” 

There are several objections to this conclusion, some of which Professor 
Robinson mentions. In the first place, the fact that the United Kingdom 
would be buying more imports would mean that other countries would be 
able and willing to buy more from us. Professor Robinson dismisses this by 
saying that we should still be worse off unless this raised the elasticity of 
substitution to 5, which he considers unlikely. This approach, however, 
ignores the way in which the imports of food-exporting countries are in fact 
affected by their export earnings. When these earnings fall they are forced 
to impose restrictions on imports, and in the case of New Zealand and Aus- 
tralia there has been a close relationship between the value of sales of 
agricultural produce to the United Kingdom and imports from the United 
Kingdom. 

The whole “‘ elasticity’? argument is really the old one that a tariff 
improves a country’s position by turning the terms of trade in its favour. 
One of the best discussions of this argument is in Marshall,! and his criticisms 
of it still have considerable force. In the first place, the conclusion follows 
only if there is no retaliation by other countries; if there is retaliation both 
countries may end up by being worse off. Secondly, the degree of protec- 
tion justified by this argument depends on the elasticities that are assumed. 
If, as seems likely, elasticities are greater in the long than in the short run 
the degree of protection justified is correspondingly less. No one has con- 
vincingly shown that the elasticity of demand for exports is less than 2:8, 
1 Money, Credit and Commerce, Book III, Chapter VIII. 


99 











524 THE ECONOMIC JOURNAL [SEPT, 





or any other number. The attempts to measure elasticities empirically 
have been criticised on statistical grounds,’ and it is even questionable, 
because of the constantly changing conditions in the real world, whether, in 
the case of manufactured goods, the concept of elasticity can be regarded as 
an empirical phenomenon. It is useful for analytical purposes to assume 
that sales are solely dependent on price, other things remaining constant. 
In the real world, however, other things are constantly changing, and these 
changes (such as variations in attitude brought about by advertising) are 
often more important in determining the level of sales than are changes in 
price. The argument is, in short, an essentially static one, and it is doubtful 
how far it can be usefully employed as a basis for policy in the real world, 

The long-term argument, which was more convincing, was that the 
United Kingdom would experience increasing difficulties in its export trade 
because of structural changes in the world economy.? As the under- 
developed countries began to industrialise and their underfed millions began 
to compete for the world’s food supplies it seemed likely that many of the 
United Kingdom’s traditional export markets would be lost and that the 
terms of trade would turn increasingly against manufactured goods. Mr. 
Colin Clark, writing in 1941,3 forecast that if 1925-34 were taken as 100, 
the price of primary products, in relation to the price of industrial goods, 
would have risen to 190 by 1960. On the basis of predictions of this kind 


it was argued that, since agricultural production cannot be turned on like a | 


tap, it should be increased in good time to meet the worsening in the United 
Kingdom’s trading position. A later calculation of primary product prices 
in 1960 by Professor Lewis ¢ gave the more cautious result of between 78 and 
139 (1925-34 = 100). 


In the event, the movement of the terms of trade against manufactured | 


goods has been nowhere as great as was expected by the earlier forecasters. 
On the basis of an average for the period 1925-34 (which covered both boom 
and slump) of 100, the United Kingdom terms of trade for all goods in- 
creased (i.¢., worsened) to 130 in 1951, but have since declined, falling to 
113 in 1956 and 110 in 1957. The change from before the War appears 
greater or less according to the base period taken, because of the well-known 
tendency for the terms of trade to move against primary products in a 
depression. Thus they fell from 109 in the years 1925-30 to 91 in 1930-38; 


1 Guy H. Orcutt, ‘‘ Measurement of Price Elasticities in International Trade,” Review of Economis 
and Statistics, May 1950. 

2 See Professor E. A. G. Robinson, “‘ Agriculture’s Place in the National Economy,” it 
Agriculture in the British Economy, the report of the 1956 1.C.I. Conference. Also “‘ The Future of 
British Imports ” and ‘‘ The Problem of Living Within our Foreign Earnings,”’ Three Banks Review, 
March 1953 and March 1954. Ina subsequent article, “‘ The Problem of Living Within our Foreign 
Earnings Further Considered,”’ June 1958, Professor Robinson somewhat modifies his position. 

3 The Economics of 1960. 

“ “World Production, Prices and Trade. 1870 to 1960,” W. A. Lewis, Manchester School, 
May 1952. 
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the frequently made comparison with the immediate pre-war years is rather 
misleading. ‘The present problems of international trade in agricultural 
products are of surpluses rather than shortages and, whatever may happen 
in the more distant future, there is no prospect that this position will be 
reversed in the next few years. 

There are admittedly many people in the world who do not have sufficient 
to eat, and the world population is rising. However, there is still consider- 
able scope for increasing agricultural production. An F.A.O. publication 
states “‘ if 20 per cent of the unused tropical soils were utilised for cultivation 
the present total arable area in the world would increase by approximately 
40 per cent. If this were done, an agricultural revolution, comparable to 
the opening up of the Americas and Australia, would lie ahead.” 1 In the 
case of the country with the world’s largest population—China—enormous 
increases in food production seem to have been achieved in recent years. 
Between 1949 and 1955 the production of food grains increased by 63%, 
according to information which appears to be reasonably reliable.* 

Even if a world food shortage did show signs of developing in the future, 
there would probably be enough time to organise an expansion of home 
production provided that the necessary basis for expansion was retained. 
During the War the net output of British agriculture (according to the 
Ministry index) rose by 24% ® in spite of a severe shortage of resources. If 
more resources could have been devoted to the task an even more rapid 
increase in output could have been obtained. There would therefore seem 
to be little danger of not being able to expand agricultural production rapidly 
enough if a long-term movement of the terms of trade made this desirable. 

It is therefore necessary to look carefully at the cost of support for British 
agriculture. In the following sections a survey is made of the relative costs 
of home production and imports of the main agricultural commodities. 
Since it is sometimes argued that “‘ world ”’ prices are artificially (and thus 
temporarily) low as the result of the disposal of surpluses at subsidised prices, 
the question of whether ‘‘ world ”’ prices truly represent the costs of overseas 
production is discussed. Finally, a few conclusions for agricultural policy 
are suggested. 


Sussipies TO British AGRICULTURE 


British agriculture is protected by subsidies rather than by tariffs or 
import quotas (except in the case of fruit and vegetables). There are no 
tariffs on many commodities, and those on others are generally low. Sub- 
sidies to British agriculture in 1956/57 amounted to £251 million (Table I). 
This was approximately one-fifth of the sale value of the subsidised products 
and three-quarters of farmers’ estimated net income. On the assumption 

1 Agriculture in the World Economy, 1955. 


* Solomon Adler, The Chinese Economy, p. 129. 
* Output and Utilisation of Farm Produce in the United Kingdom 1946-47 to 1955-56 (H.M.S.O.), p. 8. 
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that there are 300,000 farmers in the United Kingdom the subsidies averaged 
over £800 per farmer. 

One point regarding the agricultural subsidies needs to be cleared up. 
It is sometimes argued that they are really subsidies to the consumer, de- 
signed to keep retail prices down. If this means that if the subsidies were 
removed prices would rise proportionately the argument is incorrect, in most 
cases, at the present time. A substantial proportion of our supplies of most 
foodstuffs comes from imports, competing freely with home produce, so that 





market prices are very largely determined by world prices. If subsidies to , 


























TaBLe I 
United Kingdom Agricultural Subsidies 1956/57 
Subsidy as 
Subsidies. — Average subsidy f percentage 
ene of price. 
- £ million S «€ a « 
Wheat . . : : ; 19-1 29 9 6 9 percwt. 23 
Barley . : , ‘ . 10-5 28 6 > ae 24 
Eggs 3 ; : . : 35-1 4 1} 1 3. ,, dozen 30 
Fat cattle ; ‘ . , 45-4 * 160 0* | 40 0* ,, lb. live 25 
weight 
Fat sheep ‘ . : ; 9-3 s 2 6__,, lb. live 16 
weight 
Fat pigs . ? : ; , 31-5 49 7 9 4 _ ,, score dead 19 
weight 

Milk . ‘ , ‘ : 22:1 
Other . : : ‘ é 12-2 
** Production ”’ grants ‘ ; 66-3 

251-5 
Total value of price review pro- 

ducts (at farm gate) : 1,172 
Subsidies as percentage of value . 21% 
Estimated farmers’ net income . 317 
* Including calf subsidy. t¢ Estimate. 


Source: Parliamentary Estimates, and Annual Review and Determination of Guarantees 1957. 


British producers were reduced, and home production consequently fell, 
prices would probably rise, the amount of the rise depending on the extent 
of the fall in home output and its effect on the world market. This effect 
would largely depend, in the short run, on the proportion of world exports 
taken by the United Kingdom. This country is the world’s largest importer 
of agricultural produce, taking 17% of world wheat exports, 55% of beef 
exports and 90% of mutton exports; it is therefore likely that a significant 
fall in home output, particularly in meat output, would at first cause prices 
to rise. The rise in price would not, however, be enough to offset the fall 
in the guaranteed price. In the longer run the rise in price would depend 
on the scope for expanding world production and the marginal costs of such 
expansion. Although diminishing returns undoubtedly operate in agricul- 
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ture after a point (and probably operate in this country), most agriculturalists 
seem to consider that there is still scope for expanding production in many 
parts of the world without incurring substantially higher costs. There 
would be little difficulty in obtaining marginal supplies of cereals, dairy 
produce and pig meat. The only commodities whose production might be 
less readily increased are mutton and beef. 

A different situation exists in the case of milk prices. On the liquid 
market milk faces no competition from imports, and its price is (at present) 
fixed by the Government in conjunction with the Milk Marketing Board. 
Supplies for the manufacturing market are kept separate from the liquid 
market and sold at prices competitive with imported milk products, the 
receipts from the two markets being pooled to give the price to the producer. 
By setting a high price in the liquid market, in which demand is relatively 
inelastic, a producer price has been established high enough to stimulate a 
level of production well above the requirements of that market. This surplus 
is used for manufacturing into butter, cheese and other milk products; 
butter and cheese production is, in effect, subsidised out of the liquid-milk 
price. ‘Thus the government subsidy on milk (which has now been almost 
eliminated by raising the retail price) provides no indication of the relative 
costs of home-produced and imported butter and cheese. 


AGRICULTURAL Prices IN BRITAIN AND EUROPE 


A comparison of the average prices received in 1956/57 by farmers in 
the United Kingdom and eight other European countries is given in Table 
II. These price ratios, which are based on current rates of exchange, do 
not take into account possible differences in the costs of farm inputs in the 
various countries. The United Kingdom prices, for example, include 
subsidies on particular commodities but not the general ‘ production ” 
subsidies, such as the fertiliser subsidy, which cannot be allocated to par- 
ticular commodities. 

The general pattern shown in these figures is the same as that revealed 
in an earlier study by Professor Nash.1_ United Kingdom prices for wheat 
are lower than in some European countries, although prices for other crops 
are generally slightly higher. Cattle prices are generally lower, but prices 
for milk, eggs and pigs are markedly higher. Farmers in Denmark, the 
Netherlands and Eire received prices comparable with market prices (as 
distinct from producer prices) in this country. Farmers in France, Germany 
and Italy, however, received prices well above this level. In these countries 
the internal price level is maintained by tariffs and import controls,” so that 
exports, where they occur, are subsidised in some way or another. Except 
in the case of French wheat, however, these countries have always been 

1 “ The Competitive Position of British Agriculture,” Journal of Agricultural Economics, June 1955. 


* For a review of import controls in these countries, see Agricultural Policies in Europe and N. America 
(0.E.E.C., 1957). 
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Taste II 


Prices Received by Farmers in Europe, 1956/57 * 
United Kingdom Prices = 100 








, Den- Ger- Nether- 
Belgium. ook France. a. Italy. see oy Sweden. | Ireland, 

Wheat , : 113 81 130 116 139 82 99 93 
Barley. : : 90 89 97 120 127 89 82 85 
Potatoes . . 93 68 100 93 139 84 94 97 
Sugar-beet . . 80 80 97 91 82 69 87 93 
Average 4. crops . 97 78 108 107 129 83 91 92 
Milk . ‘ : 61 64 75 76 77 75 82 69 
Eggs . ° ‘ 86 61 91 91 98 63 70 60 
Cattle 5 . 112 88 98 104 121 120 111 75 
Pigs . : : 70 83 90 103 95 78 101 81 
Average 4 livestock 

products . : 79 73 86 90 94 84 9i 71 
Average all pro- 

ducts : : 83 74 90 94 101 84 91 76 





























* The price statistics in this article are based on figures from the following: F.A.O. Monthly 
Bulletins; E.C.E. Prices of Agricultural Products and Fertilisers 1956/57; Commonwealth Economic 
Committee reports on “* Meat,”’ “‘ Dairy Produce ” and “‘ Grain Crops’; U.K. Trade and Navigation 
Accounts. Prices have in some cases been adjusted to give comparable figures. 


mainly self-sufficient in foodstuffs, without significant exports, so that the 
prices they pay their farmers do not directly affect world prices. 


THE RELATIVE Costs oF HoME AND IMPORTED PRODUCTS 


‘ 


To judge whether “‘ world ”’ prices, as reflected on the British market, 
are a genuine indication of the cost of overseas production or “‘ dumped” 
prices, it is necessary to compare the payments received by producers in the 
main exporting countries with the corresponding export prices. From these 
figures it is possible to make a reasoned guess at what I call the “ import 
supply price,”’ i.e., the price which imported products would command if 
the major exporting and importing countries removed subsidies and tariffs, 
after allowing time for producers to make alterations in production. This 
would be the price at which foodstuffs could be obtained from overseas 
without the (possibly temporary) advantage of subsidised exports. The 
figures used are those for 1956/57. Prices of some commodities have subse- 
quently fallen even more, but prices in 1956/57 were mid-way between the 
high level prevailing during the post-war period of shortage and the low 
level reached during the present (1958) recession in commodity trade. They 
are therefore probably a reasonable guide to prices in the medium-long run. 

The market price of British products is related to that of imports, but is 
not necessarily the same, home-killed beef and mutton, for example, com- 
manding a premium because of their freshness, and cereals generally selling 
at a discount because of lower quality. From the estimated ‘‘ import supply 
price ” 
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would command if there were free trade in agricultural products. The 
ratio of this price to the current guaranteed price I will call the ‘‘ import 
price ratio.”” This figure does not pretend to have any scientific accuracy, 
which is not possible in a hypothetical estimate of this kind. It is simply a 
reasoned guess, and is only intended to give some indication of the relation 
between the current guaranteed price and the probable cost of imports in 
the medium-long run. 

Professor Nash (op.cit.) made detailed calculations of what he called the 
“import parity price” of agricultural products, which was the price that 
British farmers would receive if British subsidies and tariffs were removed. 
The “import supply price,”’ on the other hand, is the price that would 
prevail if subsidies in the exporting countries (if any) were also removed. 
For some products the-two terms come to the same thing, but because of 
the difference in definition I shall not follow Professor Nash’s terminology. 


Import Price Ratios FOR CEREALS 


Table II shows the average price paid to producers in the main wheat- 
exporting countries in 1956, average export prices and the prices at which 
wheat was imported into the United Kingdom. The fact that the United 
Kingdom producer is lower than the import price is probably due to the 
higher quality of imported wheat and the difference between mill prices and 
ex-farm prices. In the United States and France the guaranteed price to 
producers was considerably above the export price, i.e., exports were sub- 
sidised. In the United States, however, acreage controls were in operation, 
suggesting that the same quantity would have been produced at a lower 
price. In Canada and Argentina, on the other hand, producers were un- 
subsidised; but the Argentinian price must be viewed with caution, as there 
had only recently been a devaluation and a radical change in agricultural 
policy. Until 1956 Australian producers were also unsubsidised, but in that 
year a small payment to producers was made from a fund built up when 
prices were higher.} 

Heavily subsidised exports from France must, to some extent, have 
tended to lower world prices; and the same is true of the United States, 
although the acreage controls would counteract this tendency somewhat. 
Canadian producers, however, apparently managed to make a living at 
world prices. It seems likely, therefore, that the import supply price would 
be only slightly, say 5%, higher than the actual import price. Since im- 
ported and home-grown wheat competed freely, there was probably a fair 
price relationship, quality for quality, between them. The relationship 
between the average price received by British growers increased by 5%, and 
the guaranteed price should therefore indicate the import price ratio: this 
ratio was 78%. 


1 The Wheat Situation, March 1957, Australian Bureau of Agricultural Economics. 
No. 275.—VOL. LXIx. MM 
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Taste III 
Wheat Prices (s. per cwt.) 1956 
United United Aus- Argen- 
Kingdom. Canada. States. tralia. tina. France, 

Producer price. . 29-8 18-9 26-5 20-6 15-2 38-8 
Export price . — 23-6 22-6 20-0 — 24-2 
United Kingdom im- 

port price 28-3 29-4 27-4 26-8 27-2 24:3 
Market price of ‘home- 

grown wheat . 22-7 — os — -_ — 
Percentage of world ex- 

ports* . ‘ . — 29 39 11 8 4 























* Wheat and wheat flour. 
Source: Oral Parliamentary answer, Hansard December 2, 1957; F.A.O. and E.C.E. 


Unlike wheat, barley does not normally come under the United States 
price-support programme. Table IV shows that the United States pro- 
ducer price for barley was low in relation to that for wheat and only slightly 
higher than the Canadian. As barley was not subsidised in any other major 
producing country, it seems likely that the 1956 world price was a true 
supply price. The import price ratio, calculated as for wheat, was 84%. 








Taste IV 
Barley Prices (s. per cwt.) 
United United Argen- 
Kingdom. Canada. States. tina. 
Producer price . ; ‘ : : 28-6 14-5 16-3 11-2 
Export price. : _ 16-6 — _ 
United Kingdom import price ; ‘ 25°7 — — _ 
Market price of home-grown ay . 21-7 — — _ 
Percentage world exports - . ; - 27 31 10 

















Denmark and the Netherlands were the main exporters of eggs, and in 
both countries production was unsubsidised, at prices roughly 60% of those 
in the United Kingdom (Table TI). The United Kingdom subsidy 
amounted to 30% of the guaranteed price. It seems likely, therefore, that 
the supply price ratio would be, at most, 75%. Denmark and the Nether- 
lands used to furnish a considerable proportion of British supplies, but home 
production has now replaced these imports. Apart from liquid milk, this 
is the only one of the commodities discussed in which the United Kingdom 
is self-sufficient. 


Import Price Ratios ror MEAT 


The prices received for beef by producers in the meat-exporting countries 
of the Southern hemisphere were roughly similar, and less than half those 
received by producers in this country. In New Zealand and Australia, 
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however, producers’ prices in 1956/57 were slightly higher than export 
prices. Under agreements made with the United Kingdom after the end 
of Ministry of Food buying, the price to producers was to be made up if it 
fell below a certain level, and in 1956/57 deficiency payments had to be 
made, particularly on frozen beef, for which there was a falling demand in 
the United Kingdom; the difference between the “ producer price” and 
the “export price”’’ represents these payments. Producers in Argentina 
were unsubsidised, and the country has many advantages for beef production, 
but the financial situation there is still not clear. Prices in Canada and the 
United States were very much higher, in the case of the United States higher 
than the producer price in this country. Cattle do not come under the 
United States price-support system, and there are officially no import 
restrictions or significant tariffs, but veterinary prohibitions and other con- 
trols serve to keep prices very much above the Argentinian level. 








TABLE V 
Beef Prices 1956/57 (per cwt. Liveweight, Good-quality Steers) 
Inj Argen- Aus- New : 
“oe tina tralia | Zealand | Eire. | Canada. — 
ingdom.| (‘-hitled). | (frozen). | (chilled). 
om s @ s. d.  & &. & %. &  «£ 
Producer price ° 160 a 3 68 2 67 4 123 6] 157 8 | 179 3 
Export price . ‘ as a 55 10 65 11 me _ — 
Import price into 
United Kingdom. — 77 0 78 5 77 0 122 0 -- _ 
United Kingdom 
market price ‘ 120 — _ _- _— — _ 
Percentage of world 
exports of carcase 
beef . , = — 45 15 15 2 —- 4 


























It is difficult to comment with confidence on the import supply price for 
beef. The United Kingdom takes a large proportion of world supplies of 
beef, and supplies are exceptionally dependent on developments in Argen- 
tina. Until 1955 it looked as though a shortage of beef and high prices 
would continue indefinitely: the sudden resumption of Argentine chilled- 
beef exports on a pre-war scale and the consequent drop in world prices 
took most economists by surprise. In 1958 prices recovered and the de- 
ficiency payments on fat cattlein the United Kingdom were almost eliminated. 
Argentina seems to have run down her breeding herd, so that exports will 
be low in the near future, with prices correspondingly high. The production 
of beef in the United Kingdom is therefore likely to receive further en- 
couragement from the Government. In the long.run, however, it seems 
likely that Argentina, Australia and New Zealand can produce increased 
supplies of beef, and at prices relatively lower than those being paid to 
United Kingdom producers. Indeed, if Australia and New Zealand can 
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succeed in sending chilled instead of frozen beef their competitive position 
will be further improved. It is exceptionally difficult to forecast beef prices, 
but in the moderately long run the supply—price ratio seems unlikely to be 
more than 95%. 








TasBLe VI 
Lamb and Mutton Prices (d. per lb. Deadweight) 
United Aus- New United - 
Kingdom. | _ tralia. Zealand. Canada. States. Eire. 

Producer price. : 38 21-5 22:5 32 30:5 28 
Market price . 32 -- _ _ —- -— 
Import price frozen lamb 

and mutton. 20-5 — -— _ — oo 
Percentage of world ex- 

ports ; é -- 9 71 -~ -- — 























Unlike those of beef, United Kingdom prices of mutton and lamb are 
high, in relation not only to New Zealand and Australia but also to the 
United States and Canada. Very nearly all the world’s exports come from 
New Zealand and Australia to the United Kingdom. Market prices have 
so far been well above the floor prices fixed in New Zealand and Australia, so 
that no deficiency payments have been made in these countries. The 
deficiency payments in the United Kingdom have also been relatively low, 
largely because of the premium consumers are prepared to pay for home- 
killed lamb: the ratio of the market price to the guaranteed price was 84% 
Although the United Kingdom takes such a large proportion of the world’s 
exports, there is substantial scope for increased production in Australia and 
New Zealand. Market prices may therefore be taken as the supply price, 
which was thus 84%. 








TasLe VII 
Pig-meat Prices (per Score Deadweight) 

Kingdom. Denmark. | Australia. | Germany. Po se 

oe! e. & Se se. & s. € 

Producer price. 49 7 42 3 40 0 a 5 27 4 
Percentage of world exports 
(imports in case of United 

Kingdom) ; : 72 50 -- - 7 




















Danish producers, who supplied over two-thirds of British imports of 
bacon, received 83% of the British producer price. Danish bacon was thus 
able to compete with British bacon in spite of a tariff of 10°, and a subsidy 
of approximately one-fifth of the guaranteed price. As Danish production 
is capable of expansion, the import price ratio may be taken as 83%. Apart 


from Germany, pig prices in most countries were lower than in Britain; the | 
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price in the United States was exceptionally low, presumably mainly as a 
result of cheap supplies of maize. 


Import PricE Ratios FOR MILK PRopDUCcTS 


The United Kingdom producer price for milk is high compared with 
those of other countries; in the twenty-two countries listed in the F.A.O. 
and E.C.E. reports only those for Greece and Finland were higher. The 
average United Kingdom price was 3s. 24d. per gallon. The New Zealand 
producer, on the other hand, received 2s. 4d. for milk sold to the liquid 
market and 1s. 24d. for milk sold for manufacturing. The price for liquid 
milk was higher because production has to take place throughout the year, 
whereas production for manufacturing can be concentrated in the summer, 
when milk can be produced most cheaply. 








Taste VIII 
Milk Prices 
United New . United 
Kingdom. | Denmark. | Zealand. | Finland. | States 
s «£ » &£ s « s « s @ 
Price per gallon . ; . 3 % i i a §F 4 3 2 4 
1 23f 
Average fat content, % . ; 3-6 4-09 _ 4-25 _- 
World exports of milk products, 
+ ‘ ‘ ‘ , — 13-0 18-0 1-0 18-0 




















Prices quoted are the average producer prices except for New Zealand. 
* Liquid price. 
{ Manufacturing price. Estimated from butter-fat price, assuming 4% butter-fat. 


Although the producer price in the United Kingdom (and the retail 
liquid price) is relatively high, the prices of butter and cheese are among the 
lowest in the world. Until the proposed controls on butter imports from 
certain countries which were announced in May 1958, there were no import 
controls and only low tariffs on supplies from non-Commonwealth sources. 
Most supplies come from Denmark and New Zealand, both of whom rely on 
exports of agricultural produce to obtain foreign exchange, and in both of 
which the producer prices are generally determined by export prices. In 
recent years, however, there has been a severe fall in butter prices in the 
United Kingdom, and in the last two years the New Zealand Marketing 
Commission has paid out to producers the equivalent of 6d. per Ib. from a 
Reserve Fund built up when prices were higher. Table IX shows how the 
price of New Zealand butter was constituted in 1956/57. 

Although the New Zealand and Danish producers are generally recog- 
nised as the lowest-cost producers in the world, they are in serious difficulties 
with the present level of butter prices. The New Zealand Reserve Fund is 
nearly exhausted, and unless prices rise some New Zealand producers will 
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probably be forced out of production. The market price of butter, alone 
among the products considered, is undoubtedly well below the supply price. 
The same applies in a slightly less degree to cheese and condensed milk. 


TasLe IX 
New Zealand Butter Prices 1956/57 (d. per lb.) 
Producer price for butter-fat in N.Z. . . 37-5 = 14}d. per gallon at 4% butter-fat 
Cost of manufacture . : - £0 


1-5 
Converted to price for butter (7% ey 34-1 
Less payment from Reserve Fund . - 60 


2 


me 
om 


Cost of shipping to United Kingdom 


rey 
> 
on 


| 


Wholesale Butter Prices (per lb.) 


1954. 1955. 1956. 1957. 
a 3 ae & s & s. 
London (N.Z. me ‘ 3 4 z 3 2 6 2 3 
Paris ¢ . : » 6 5 9 6 1 > 7 


— : C.E.C. Dairy Produce. 


The fall in price has been brought about by an increase in production, 
and the reason why the lowest-cost producers are in the greatest difficulty 
is that other supplies are subsidised in one way or another. Production in 
the United Kingdom, as mentioned above, has been in effect subsidised from 
the price of liquid milk, and output has increased considerably in recent 
years (Table X). In some other European countries prices have also been 
higher by an amount sufficient to cause increases in production; when this 
has exceeded home demands it has spilt over on to the British market, often 
being sold by government agencies at a price below that in the exporting 


TABLE X 
United Kingdom Butter Supplies (000 cwt.) 














1938. | 1955. 1956. 1957. 

New Zealand ; ; ‘ : ; ; 2,592 2,436 3,117 2,924 
Denmark. , . ; : , 7 2,364 1,696 1,767 1,740 
Australia. : . ; . : : 1,797 1,464 1,515 1,067 
Other imports. , . ; ‘ : 2,765 554 683 1,575 
Total i a 4 , ‘ , 9,518 6,150 7,082 7,306 
United gdom production ‘ : : 400 296 502 681 
Total supplies . ; ‘ . ‘ : 9,918 6,446 7,584 7,987 

















country (which is maintained by import controls). The increase in New 
Zealand supplies has also contributed to the fall in prices. New Zealand 
was encouraged by the British Government to increase production during 
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the period of post-war shortage, but by the time it had risen there was a 
world surplus of milk products. 

On the basis of New Zealand costs the supply price of butter would 
probably be about 3s. per Ib. (wholesale price, London). If the average 
United Kingdom price of 2s. 6d. per gallon during the six summer months 
is taken as the cost of milk for butter production, the cost of home-produced 
butter comes to 6s. per lb., which is the approximate price in France. The 
import price ratio is thus 50%—considerably lower than for any of the other 
products considered, even though hardly any actual cash subsidy is now paid 
on milk. 


AGRICULTURE AND THE BALANCE OF PAYMENTS 


The volume of agricultural net output (7.¢., output less the value of 
imported feeding-stuffs, seeds and store livestock) increased by 60% between 
the pre-war period and 1956/57.1_ The consequent changes in the propor- 
tion of our supplies produced at home are shown in the following table. 


Taste XI 
Percentage of Home Production in Total Supplies 
1938. 1957. 

Wheat. : ‘ ; ‘ ; 12 22 
Meat (all types) . ; . ‘ : : 49 59 
Eggs ‘ ‘ ; 67 99 
Milk for liquid consumption. ‘ ‘ ‘ 100 100 
Condensed milk . . ; : 76 124 
Butter ‘ ‘ ‘ ; ‘ . ‘ 4 8 
Cheese. ; : ‘ : ; 23 49 
Sugar ; ‘ , . ; : , 20 29 * 
Potatoes . . ‘ ‘ . ° 96 96 * 
Fresh vegetables : : i ‘ ' 81 81 * 
Fresh fruit ‘ : ; . . ; 23 42° 

* Estimate. 


The value of imports replaced by this expansion was calculated in 1953 
as being just over £200 million,? since when the increase in production would 
probably be offset by the fall in import prices. On the other hand, a figure 
of £400 million has been mentioned by farmers’ representatives and is 
generally quoted in political statements. The exact figure is not at issue, 
for the problem at the moment is that we have reached a stage when the 
expansion of home output has begun to affect United Kingdom exports by 
reducing the earnings of overseas suppliers. Early in 1958, for example, 
New Zealand had to cut imports by £50 million because of the fall in her 
reserves of foreign exchange, resulting mainly from the fall in butter prices. 
As the United Kingdom supplied £140 million worth of New Zealand’s total 


1 Annual Review and Determination of Guarantees 1958, Cmnd. 390. ; 
* J. R. Raeburn, “ Agricultural Policy. Some Economic Results and Consequences,” Three 
Banks Review, December 1953. 
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of £250 million worth of imports in 1957, many of the import restrictions 
fell on British exporters. The fall in butter prices is, of course, to the 
advantage of British consumers, at least in the short run, and, in so far as 
other countries have increased their sterling earnings from butter exports to 
the United Kingdom at New Zealand’s expense, British exports can be 
switched to other markets. It is clear, however, that further expansion of 
net agricultural output in the United Kingdom, especially of dairy products, 
will bring about a corresponding fall in the demand for United Kingdom 
exports. In such a situation agricultural expansion does nothing to improve 
the balance of payments. 

It does, however, reduce trade with the agricultural exporting countries 
such as Denmark and New Zealand. By hindering a beneficial international 
division of labour this restriction on trade harms both the overseas countries 
and the United Kingdom. In spite of the qualifications and limitations 
which modern theory has added to the classical theory of comparative 
advantage, it retains a great deal of truth in many cases. There are reasons 
of climate, soil and situation which make it advantageous for New Zealand 
to specialise in the production of butter and for the United Kingdom to 
specialise in the production of manufactured goods. ‘To take the extreme 
case, it might be technically possible for the United Kingdom to become 
self-sufficient in all foodstuffs, provided that enough resources were devoted 
to this end, just as it has become self-sufficient in eggs. ‘This would involve, 
however, a severe fall in the real national income of both the United King- 
dom and countries such as New Zealand. The fall in living standards would 
admittedly not be uniform throughout the economies; some British farmers 
and some New Zealand manufacturers might be better off. The question 
therefore involves matters of interpersonal comparison on which the 
economist’s views are of no more importance than anyone else’s. The 
economist can point out, however, that the gain to the majority of people in 
both countries from continued trade is so great that only a small proportion 
of it would be needed to compensate (financially at least) the marginal 
British farmers who, in consequence, became redundant. Moreover, the 
severing of trade with traditional suppliers such as Denmark, Australia and 
New Zealand would lead to a considerable deterioration in political relations 
with these countries. 

The reduction in imports brought about by an expansion of home pro- 
duction consists of the value of foodstuffs replaced minus the value of any 
increase in imports of farm inputs (mainly animal feeding-stuffs). Since 
the War feeding-stuff imports have risen with the increase in home produc- 
tion; in 1958 they equalled the pre-war quantity and cost £148 million. 
More important than the volume of these imports is the proportion which 
comes from the dollar area. A recent study ! by the author indicates that 


1 “The Supply of Concentrated Feedingstuffs in British Agriculture,” Journal of Agricultural 
Economics, Vol. XIII, No. 3, June 1959. 
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in 1957 roughly 50% of feeding-stuffs came from this source and that the 
expansion of home output between 1952 and 1957 caused an increase in 
dollar expenditure of roughly £30 million. Since only a small quantity of 
animal products was obtained from the dollar area, the post-war expansion 
in their production has substantially increased the United Kingdom’s net 
dollar expenditure. Even the increase in the production of wheat has 
necessitated a greater use of ‘‘ hard ’? American wheat to balance the “‘ soft ”” 
British type. The imports displaced by home production have thus been 
solely from non-dollar areas, particularly those such as Australia and New 
Zealand, with whom we have not had balance-of-payments deficits. 

In short, the post-war agricultural expansion has reduced our imports 
from non-dollar areas, but the extent to which it has improved our balance 
of payments is less certain. In the early post-war years, when larger supplies 
of food from abroad could not be obtained, our increasing home food produc- 
tion went to supplement our meagre rations rather than to reduce imports. 
In more recent years, when imported supplies have been available, the 
growth of home output has affected our exports to non-dollar food-exporting 
countries by reducing their ability to buy from us. In so far, moreover, as 
our problem has been a dollar problem rather than a general balance-of- 
payinents problem, post-war agricultural policy has augmented rather than 
reduced it. The “ balance-of-payments’’ case for increasing agricultural 
production has too often been accepted as self-evident without sufficient 
examination. 

All this does not mean that the post-war agricultural expansion was 
wrong in the conditions in which it was embarked upon, or that a certain 
measure of support for British agriculture is not justified to-day. Some 
support for agriculture may be only prudent in such a predominantly urban 
nation as the United Kingdom. The point at issue is what degree of support 
isnecessary; whether the post-war expansion of production has gone too far, 
not far enough or to the right level. It is tolerably certain that further 
increases in production would be of no benefit to our balance of payments. 
If it is regarded as desirable to maintain something like the present level of 
output, the increase in the efficiency of labour (for which there is still 
enormous scope) will render some farmers redundant. To give an example, 
in Wales 41% of all holdings over 20 acres are under 50 acres ((holdings of 
less than 20 acres are rarely full-time farms) and 76% are under 100 acres.? 
The typical 40-acre farm is a one-man dairy farm with up to about fifteen 
cows. The typical 70-acre farm is a two-man farm with up to twenty- 
five cows.2 By contrast a typical New Zealand dairy farm, in a region of 
not dissimilar topography and climate, is one of 125 acres, on which two 


1 Digest of Welsh Agricultural Statistics 1957, Ministry of Agriculture, Fisheries & Food. 
* Information collected by the Department of Agricultural Economics, University College of 
Wales, and quoted in “‘ An Introduction to Farm Management Analysis,” by the present author. 
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men look after seventy-two cows. Given the necessary reorganisation of 
farms and farm buildings (which may not be easily accomplished), the 
labour efficiency of Welsh dairy farms could be raised considerably if the 


pressure of lower prices made it necessary. It is impossible to ignore the } 


social problems that this involves. Nevertheless, the first consideration is to 
determine the desirable level of output; provision can then be made for 
marginal farmers. The reverse procedure, of setting United Kingdom pro- 
ducer prices at a level which will give a reasonable living to marginal farmers, 
can hardly be justified from the point of view of general welfare. 


CONCLUSIONS 


In 1956/57 the prices at which agricultural products could be obtained, 
on a commercial basis, from overseas suppliers were substantially lower than 
those paid to home producers. After allowance had been made for export 
subsidies and the rise in price needed to attract marginal supplies, the esti- 
mated ratio of import prices to home prices was 50% for butter and from 
75% to 95% for other products. World prices in 1956/57 generally reflected 
prices paid to producers in the main exporting countries, the exception being 
butter, whose price was considerably below the long-term supply price as the 
result of subsidised production. Nevertheless, the cost of butter production 
in New Zealand and Denmark was relatively lower than that of any other 
commodity. Since 1956/57 prices of cereals, dairy produce and bacon have 
fallen still further, probably to below the long-term supply price in some 
cases. Commodity prices in 1956/57, however, were midway between the 
high level of the post-war period of shortage and the low level of the present 
(1958) recession in international commodity trade; they may therefore be 
taken as a reasonable guide to prices in the medium-long run. 

The movement of the terms of trade in favour of agricultural products, 
which many economists predicted after the War, has not taken place. It 
may do so in the future, but there is no sign of its happening in the next, say, 
ten years. On the contrary, the problems of the next decade seem likely to 
be those of food surpluses, not necessarily in the sense that everyone in the 
world has enough to eat, but in the sense that more food is being produced 
than they can afford to buy. It is true that there has been a remarkably 
rapid change from shortages to surpluses in the last five years, and that the 
reverse process might occur equally rapidly at some future date. In the long 
run the Malthusian pressure of population on food supplies may have grave 
results, but for the next decade the problem is more likely to be that of increases 
in food production which outstrip increases in effective demand. In present 
conditions the expansion of home agricultural output does not benefit the 
United Kingdom balance of payments, since its effect on the earnings of 


1 “ Productivity and Costs in Australia and New Zealand,” by Colin Clark, Journal of Agricultural 
Economics, Vol. XII, No. 1, June 1956. 
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overseas suppliers causes a corresponding fall in British exports; it also 
increases net payments to the dollar area. 

The framing of British agricultural policy involves judgments of value 
and considerations other than economic cnes. It seems hard to avoid the 
conclusion, however, that, at the moment, there is no economic justification 
for a further subsidised expansion of home agricultural output. Higher 
prices and increased output may be advocated on social or strategic grounds, 
but the “ non-economic ” nature of these arguments should be recognised. 
Acertain measure of support for British agriculture as an “ insurance policy ” 
is reasonable; but, provided that an efficient agriculture with something 
approaching the present level of output is maintained, it should be possible 
to organise further expansion if a shortage of overseas supplies shows any 
signs of developing in the future. 

In recent years the guaranteed prices for some products have been 
lowered, and the Price Review White Papers have placed an increasing 
emphasis on reducing costs and less on increasing or maintaining the present 
level of output. It ought to be frankly recognised that for the next five years 
or so agricultural policy should not aim at an expansion of output. Indeed, 
there should be no cause for alarm if the output of milk, pigs and eggs falls 
slightly. A greater proportion of the agricultural subsidies should be 
devoted to assisting desirable changes in farm organisation rather than to 
supporting prices at a level which will give a living to farmers working within 
the present organisation. In particular, they could be used to assist the 
amalgamation and replanning of farms into more economic units. They 
could also be employed to aid the transfer of surplus population out of 
agriculture by the provision, for example, of re-training grants for young 
farmers and houses and pensions for older ones. 

The narrowing margin between costs and prices has already created 
difficulties on many farms and forced those who run them to alter their 
farming methods. On farms of adequate size on reasonably fertile soil there 
is often scope for offsetting the effect of falling margins. The greatest diffi- 
culties are in those areas where farmers are earning low incomes because the 
farms are too small, the farming methods technically backward, or the land 
simply not worth cultivating at present prices. These farms are only a small 
proportion of our total agricultural area, but, because they are often con- 
centrated in certain regions, they present a serious economic and social 
problem. Because of the relative immobility of farm resources this problem 
is unlikely to be capable of any quick or easy solution. Whatever measures 
are taken to moderate the impact of change in these areas, the long-term aim 
should surely be to build up a more economic form of organisation. Such a 
policy would involve a continuation of trends already in operation—the 
amalgamation of uneconomically small farms, the decline in the agricultural 


1 E. M. H. Lloyd, ‘‘ Some Thoughts on Agricultural Policy,” Journal of Agricultural Economics, 
February 1957. 











540 THE ECONOMIC JOURNAL [SEPT. 





labour force and the transfer of more marginal land to forestry. There is also 
a strong case for setting up more light industry in rural areas, to enable the 
population displaced from agriculture by increasing efficiency to be employed 
locally. It may be advisable, on social grounds, to compensate farmers who 
are hard hit by these changes, but there is no justification for trying to stop 
the changes themselves or for setting a level of agricultural prices designed 
to give a reasonable living to farmers on uneconomical farms: if it is desired 
to maintain the incomes of marginal farmers, special subsidies should be paid 
for this purpose and should be limited to the life of the farmer concerned. 
Because of the possible need to expand production at some period in the 
future it may be desirable to preserve farming on some areas of marginal land 
where it would not otherwise be justified. In this case, however, the farming 
should be of an extensive, livestock-rearing type which absorbs few resources; 
it should also be organised in units large enough to make efficient use of 
labour, so that these farmers can make a reasonable income without having 
to rely too heavily on special subsidies. 

In all areas, however, the aim of agricultural policy should be to increase 
output per man rather than to maintain any particular level of production or 
keep any particular number of men on the land. This will involve changes 
in policy on such questions as land tenure. Such a change of emphasis does 
not mean going to the other extreme and abandoning agricultural support 
altogether. Some degree of assistance for British agriculture may be advis- 
able: its level, however, should be judged by the more-efficient rather than 
the less-efficient farms, the marginal farms being treated separately, with 
measures designed ultimately to withdraw resources from conditions in 
which they cannot be profitably employed. 

GRAHAM HALLETT 
University College of Wales, 
Aberystwyth. 





COMMENT ON MR. HALLETT’S ARTICLE 


I Finn it a little difficult to comment in the Economic JouRNAL on Mr. 
Hallett’s article, since my own attempts to handle these problems are 
mostly to be found in The Three Banks Review, and I do not know how far 
readers of the Economic JoURNAL can be assumed to have them available. 
In the main I am prepared to leave judgment to others. There are, how- 
ever, a few points that I think I should make immediately. 

First, may I make the very elementary point that the argument in terms 
of the balance of payments does not rest on the assumption that the demand 
for exports is inelastic. It depends on the very different and very much 
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more probable assumption that the elasticity of demand for exports is less 
than infinity. I would guess that Mr. Hallett is not guilty of misunder- 
standing here, but his misuse of words might well confuse others. 

May I come to the main issue? Could we, by throwing open our doors 
and welcoming all imports to a total of, say, an additional £500 million, 
increase the foreign earnings of those from whom we would buy to the extent 
that we could export an additional £500 million? This is a problem that 
far transcends agricultural policy, and one which requires, I suggest, more 
debate than it has had. I do not myself believe that one can safely count 
on a pound-for-pound expansion of exports. 

My reasons for fearing that one cannot make that assumption are these. 
Those from whom we shall be buying will, it is true, find themselves in 
possession of larger incomes. But they will spend these incomes partly on 
the internal products of their own countries, partly on imports from other 
countries, partly on savings and only to a small extent on imports from this 
country. What will happen at the next stage depends on what the central 
banks and the governments of the countries from whom we have bought 
may do with their increased holdings of Sterling; and if the result of higher 
incomes has been larger imports from the United States, Germany and 
other manufacturing countries, on what their institutions do with the added 
Sterling. If, with larger incomes and larger holdings of Sterling, they 
successively increase their purchases of British exports pro tanto, reducing 
where necessary their tariffs to this end, all is well. If they decide to hold more 
Sterling, equally all is well. But can it reasonably be assumed that they will 
do so? 

The point that I was seeking to make in the article that Mr. Hallett 
criticises is that the number of competing exporters of manufactures is not 
large. If, by devaluation, we increase our share temporarily at the expense 
of others, we must expect there to be repercussions on the balances of pay- 
ments and the exchange rates of others, and these must be taken into 
account. One cannot apply the principles of atomistic competition to a 
problem that is essentially one of oligopoly. 

I do not want to make a case for agricultural protection for its own sake. 
To the extent that we can secure greater agricultural imports at an economic 


1 Mr. Hallett quotes Mr. Bird as having reached an opposite conclusion. I find it a little 
difficult to be certain that I have fully understood the underlying assumptions of Mr. Bird’s very 
interesting article (Journal of Food Economics, December 1957). Mr. Bird’s model is, I think, 
essentially a perfect competition model. The supposed elasticity of supply of foreign produce reficcts, 
I think, only the changing responses of foreign producers to alternative offers in their own 
currencies and not the increasing offers of British exports needed to acquire those currencies. 
He implicitly assumes, I think, that the rate of exchange is constant throughout, and in effect 
that the elasticity of demand for exports is infinite. He measures.the cost to the nation of added 
agricultural output by the subsidies paid and not by the increase of resources used. His final con- 
clusion that the same result could have been obtained more cheaply by other means records no 
more than a general impression. On the basis of what I believe to be Mr. Bird’s assumptions, I 
would fully have expected his results. 
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cost we should do so. My fear has been that, by throwing open the doors, 
we shall create a situation appreciably worse than the present very arti- 
ficial situation. Mr. Hallett assumes, to my mind too readily, a situation 
of full-employment equilibrium throughout, and his alternatives are alterna- 
tive full-employment static equilibria. Lord Keynes taught us that we 
cannot invariably assume full employment. If we create a pattern of the 
economy with a high propensity to import and we fail to expand our exports 
to the extent required by full employment, the immediate effect is a deficit 
in the balance of payments, remedied by a high rate of interest. By limit- 
ing the level of activity and by slowing down expansion, we can reduce 
imports, on any propensity to import, to the point where there is a balance. 
But are we better off with a higher international division of labour and a 
lower rate of growth and of employment? 

If we are justified in making all the favourable assumptions regarding 
elasticities, it may be right to open the doors. But I think that some of us 
who have watched the process of gradual adjustment to the post-war and 
post-1930 world are not unnaturally anxious that we should be allowed to 
make haste a little slowly and not allow the theoretically best to become in 
practice the enemy of the good, to the extent of creating an ideal economy 
which can only be run at half-throttle. Elasticities are likely to be higher 
in the long run than in the short. I think we ought to move progressively 
but not impulsively in the right direction. 

While I am not myself wholly convinced by Mr. Hallett, the issues he 
raises are clearly of great importance and need discussion. The reason 
why I am unconvinced is that I believe that the import policies Mr. Hallett 
advocates would imply a fall in the value of Sterling which would make 
British agriculture competitive: that we are using resources in a pattern that 
is not very far from economic, but achieving this result in a very unorthodox 
way. But clearly such a view depends on what are the right assumptions 
to be made regarding the underlying elasticities. 

These issues obviously underlie what one might perhaps call the macro- 
economic policy of agriculture. I cannot help thinking that the micro- 
economic policy of British agriculture—the choice of products to encourage 
—is at least equally important. Mr. Hallett’s estimates of the relative costs 
of different agricultural commodities in different countries do a great deal 
to assist discussion of these problems. 

AusTIn RosInson 


Sidney Sussex College, 
Cambridge. 
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REVIEWS 


The Long View and the Short. By Jacos Viner. (Glencoe, Illinois: The 
Free Press (London: Allen & Unwin), 1958. Pp. viii + 462. 42s.) 


Tus volume consists of some forty essays, addresses and reviews by 
Professor Viner of Princeton University, collected and reprinted by his 
students and other friends in honour of his sixty-fifth birthday. 

They cover an amazingly wide field. Did Eli Heckscher (no mean 
authority) say that for the Mercantilists power was the sole end of foreign 
policy to be pursued for its own sake, wealth being desirable only as a means 
topower? Viner says that he did, and that he was wrong. Did Elie Halévy 
(no mean authority) attribute to Bentham qua economist a belief in a natural 
harmony of interests inconsistent with his efforts qua jurist to find means of 
subordinating individual interests to the public interest? Viner says that 
he did, and that he was wrong. Were interdepositor transfers at the Bank 
of England possible from its foundation (1694), or only after the beginning of 
the recoinage of 1696? What exactly did the Jansenists mean by “ un 
honnéte homme,”’ and what was the role in Calvinist theology of ‘‘ restraining 
grace’? Was price competition prevalent in the American cement in- 
dustry in the 1920s or was it “‘ totally or virtually non-existent”? On these 
and very many other questions this Viner has presented well-argued and well- 
documented views. Nor has the labour necessary for their formation dulled 
his brain for creative work in abstract theory. This volume contains the 
record of how, with his faithful but rightly rebellious Chinese draftsman, he 
first equipped us with two pairs—one long run and one short—of intersecting 
marginal and average cost curves, and first uttered the magical words 
“ marginal revenue ’’—contains, too, one of the earliest and most penetrating 
reviews of Keynes’ General Theory. 

What relation, then, the uninstructed might well ask, is the Viner of this 
volume to the well-known authority on international trade—the historian 
and refurbisher of the classical doctrine of comparative advantage, the 
pioneer (even if he left some gaps for James Meade to fill) of the pure theory 
of Customs Unions? No relation, but the same person. Is, then, this 
cloistered and dedicated scholar a brother or a cousin of the trusted adviser 
who has been popping in and out of the Treasury and the State Department 
in Washington any time this last quarter-century and has left his beneficent 
mark on American foreign economic policy? He is not—he is the same 
person. 

It is a privilege to take even the small part of a sign-post in the birthday 
salute to this great scholar, teacher and pugilist. Those who wish to get at 
the heart of his philosophy before being led down the fascinating byways 
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which I have indicated above should perhaps start with the group of addresses 
on ‘‘ The short view and the long,” ‘‘ The role of costs’ and “ ‘Tensions 
between government and business.”” On this point and that there will be 


some who want to hit back if they have not already done so, or even if they } 


have. All who want to lay down the book with a pleasant taste in the mouth 
might defer to the last the “‘ Modest proposal for some stress on scholarship 
in graduate training,’ which must have been ever more enjoyable to listen 


to than it is to read. o 
i} 


A fourteen-page bibliography of all the works of all the Viners, with a 
couple of good indexes, worthily rounds off the volume. 
D. H. Rosertson 
Trinity College, 
Cambridge. 


Decreasing Costs as a Problem of Welfare Economics. By C.J. Oort. (Amster- 
dam: Drukkerij Holland, 1958. Pp. xii + 187. $1.50.) 


DespIrTE searching critiques of welfare economics over the last decade by 
several writers, foremost among them Arrow, Little and, more recently, 
Graaff, interest in the subject is far from being extinguished. Indeed, 
the familiar allocative criteria continue to be employed in the journal 
literature and, from time to time, some modest contribution to the subject 
appears, though usually one which consciously evades some of the basic 
difficulties brought to the surface in the last few years. Since the value of 
such contributions, and of all theorems raised on the base of the traditional 
allocation rules, can be redeemed only when, and if, the present funda- 
mental objections are met, this phenomenon—this unabating intellectual 
investment in an apparently bankrupt project—might seem worth ponder- 
ing on. 

In part, of course, the explanation is that we are creatures of habit. 
Even those who have uncovered serious flaws in the foundations of the 
Paretian Optimum are apt to find themselves on occasion lingering path- 
etically at the margin in search of something to equalise. But in the main, 
the reason is, surely, that, though we make only positivist noises these days, 
as is the fashion, we are at heart, most of us, welfare economists. Let the 
debate on welfare economics take the most unpromising turn, the notion 
persists,“ There must be something in it!’’ For one thing, we cannot 
stomach the opinion that the price mechanism is bereft of all virtue or, to 
put it more forcefully, that agreement that any conceivable plan of outputs 
and income distribution is worse, or better, than the existing one is not 
possible. 

Thus, while admitting that the present substructure is in dire need of 
renovation, we continue using, and even developing, the superstructure in | 
the faith that sooner or later the necessary work and repairs will commence. 
Nor is it unreasonable to believe this. The conclusion that nothing of | 
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general applicability may be said once all implicit assumptions have been 
exposed is familiar enough in other branches of economics. But then, once 
all bounds are lifted from technological and behaviour possibilities, it is 
hardly a surprising conclusion. Certainly there is no warrant for further 
exploration to cease forthwith. Rather, it seems that the phase of subtle 
speculation on conceivable situations is drawing to a close and will be 
succeeded by some systematic exploration of the economic universe we live 
in. For only regard to the nature of this universe will enable us to restrict 
the limitless range of possibilities, to establish likelihoods and probabilities, 
to eliminate ‘‘ perverse’? cases and to restore to the subject a sense of 
perspective. In the meantime, however, and until such empirical research 
is attempted, welfare economics exhibits the rather depressing spectacle of 
an elegant edifice lying on its side for want of foundations to support it. 

Although a good deal of Dr. Oort’s work is on the ground floor, so to 
speak, it is not work on the foundations proper. If in the first chapter 
he directs his attention chiefly to the sticky problem posed by the inter- 
connection between resource allocation and income distribution it is not in 
order to offer a solution but to curb his aspirations. Moreover, two other 
refractory problems, “‘ interdependent utilities’? and the theorem of the 
“second best,’ he explicitly ignores. The former goes out by assumption, 
and no more is said on the matter. Those who hold that social welfare must 
build on the individual experience of welfare may protest loudly on this and 
every occasion that a writer prefers facility of treatment to facing “the 
facts.’ But I believe there is a lot to be said for this arbitrary ruling. 
Where a man has become a purely status-seeking animal, whose chief occupa- 
tion is to keep a step ahead of his fellows, it is likely that social welfare will 
benefit more from the efforts of the psychologist than from those of the 
economist. But if this is fair commentary with a country like the United 
States in mind, it has little relevance to the vast mass of the world’s popula- 
tion. In regions still prey to drought and famine, a man is unlikely to feel 
much cheated if when he eats better he eats in company. 

The “ second best ’’ is an old problem, but one which has only recently 
been faced in its generality by Lipsey and Lancaster. It proceeds from an 
acceptance of the Pareto Optimum to inquire what new rules are to be 
applied to the remaining sectors of the economy if in any other sector(s) the 
marginal equalities are infringed. No rules of general applicability emerge 
and, with less justification perhaps, Dr. Oort relegates the problem to the 
Appendix, where it is given passing comment and forgotten. 

In contrast, we have a fairly thorough treatment of the Paretian 
conditions and the distribution of income. The present position can be 
summarised as follows: accepting as an improvement in social welfare a 
situation in which some individuals are better off and none worse off, a 
movement to a Pareto optimum is neither a necessary nor a sufficient 


condition for an improvement. It is not necessary, since other non-optimal 
No. 275.—vOL. LXIx. NN 
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positions can meet the criterion. It is not sufficient inasmuch as some | 


individuals in the optimal position may be worse off than they were in the 
non-optimal one. Furthermore, a Pareto optimum is myopic: it cannot 
distinguish between the tops of mountains and the tops of molehills. 

All this is very frustrating for one who wishes to make a start on the 
problems of industry. The various compensation principles, Kaldor—Hicks, 
Scitovsky, Samuelson, which might be construed as an endeavour to realise 
sufficient conditions for this optimum, are rejected by Dr. Oort on ethical 
grounds. Instead, he proposes the more cautious principle of compensated 
adjustment which entails a double policy rule of imposing Paretian 
conditions first and afterwards effecting compensating transfers of income. 

Having surveyed this difficult terrain, we prepare in Chapter II to make 
the excursion into the domain of policy by moving from the general rules of 
resource allocation—admittedly by themselves, insufficient—to partial 
rules which are applicable therefore to individual enterprises. A cost- 
benefit criterion is proposed—an algebraic sum of consumers’ and producers’ 
surpluses—which is to act as a guide in both marginal and non-marginal 
adjustments. 

Professor Hicks, in his attempts to rehabilitate consumers’ surplus, has 
already attempted something of this sort, but was more successful in defining 
various measures of the surplus under strictly given conditions than in reveal- 
ing the relationships between these partial constructs, measured in terms of 
money, and overall models of welfare in real terms. ‘Though Dr. Oort has 
faced up well to the latter difficulties, he has to admit that, at best, the cost- 
benefit criterion he proposes can only “‘ approximate ”’ the allocative ideal 
(insufficient as this, itself, is). Nevertheless, he accepts the criterion, 
provisionally at least, as the rationale of marginal cost pricing and moves on 
into the area of controversy. How should a public industry, especially one 
subject to decreasing cost, set its charges to the public? In particular, 
should it attempt to cover its full costs from the sales of its products, or 
should it depend in some degree upon government subsidies? It is these 
old but still unsettled questions to which Dr. Oort addresses himself in the 
remainder of the book. 

If one feels some disappointment on putting the book down, it is the 
subject rather than the author that is to blame. Having selected the 
problem, and having investigated it conscientiously, his conclusions were 
unavoidable. Indeed, if the reader knows nothing of the present state of 
the subject, and does not suspect the worst from a cursory reading of the 
excellent summary of allocative problems in Chapter I, he is forewarned 
frequently enough of the conclusions which lie ahead. For like the old- 
time preacher, Dr. Oort first tells us what he is going to tell us; he then tells 
us; following which he tells us what he has told us. The message is un- 
mistakable, and what it boils down to is this: a satisfactory solution of the 
decreasing-cost industry, or any industry for that matter, by means of the 
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marginal-cost principle is impossible. If the rest of the economy were 
already optimally organised—a condition which, in the nature of things, is un- 
likely to be realised—the fulfilment of the cost-benefit criterion in this industry 
would be akin to attaining a Pareto optimum in the economy as a whole. 
But, in considering how to cover the deficit in a decreasing-cost industry, 
we are impelled to recognise the distribution of income problem, a general 
problem which cannot be solved in any partial framework of analysis. 

For those still interested in the marginal-cost pricing controversy, the 
latter part of the book, and the Appendix in particular, is a mine of 


references with much valuable commentary. 
E. J. MisHAN 
London School of Economics. 


Models of Man. By HersertA.Smon. (New York: John Wiley (London: 
Chapman & Hall), 1957. Pp. xiv + 287. 40s.) 


Ir is an excellent thing that these pearls have been dredged from the 
deeps of learned-journal publication and exhibited to a wider academic 
world. Professor Simon has allowed small pieces of grit from other people’s 
conceptual machinery to irritate him into building upon their ideas highly 
polished statements of technical problems in the humane sciences. The 
readership enlarged by hard-cover publication might have been wider still 
if he had been content to conceal instead of to excuse his use of mathematics. 
Why put the most elaborately technical and unreadable pieces in the most 
prominent positions and preface them with a long excursus on the duty of 
students in the social sciences to gird up their mathematical loins? If you 
must use algebra in the P.P.E. subjects you have to be a crab; first get 
your claws into the reader with your best literary pieces, then eat him at 
leisure with the mathematical jaws well hidden in the middle. By this 
anesthetic method he will scarcely be aware of anything unusual. 

In and out through the varied links of his chain of essays Professor Simon 
pursues the elusive notion of cause. Others beside him are determined to 
haul this notion out of Bertrand Russell’s dust-bin. Herman Wold has 
pinned it down to what is involved when, by manipulating A under condi- 
tions of experiment, we find ourselves to be affecting B, but also find that we 
cannot thus by manipulating B affect A. “ Under conditions of experi- 
ment ”’ is, of course, a vital provision; it is only the fixed setting, the ceteris 
paribus, that gives us the right to pin responsibility for the change undergone 
by B to the change which we have deliberately effected in A. The concep- 
tion as a whole is brilliantly epitomised by Wold’s descriptive label for his 
definition, the “ egg within a nest ” definition. How does this conception 
compare with the formal mathematical relation of dependence of one variable 
upon another? It is plain that if we can write, for example, y = ax, there 


is nothing in pure algebra to prevent us from writing x = ‘y. The dis- 
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tinction between the dependent and the independent variable is a matter | 


of arbitrary convenience. “‘ Cause and effect” is thus an asymmetrical 
relation of dependence, and no formal mathematical statement of the inter. 
dependence of a set of variables can in general be relied upon of itself to tell 
us which is “ cause ” and which is “ effect.”” This knowledge is not formal 
but empirical, it must be brought in from outside, and our manipulation of 
the systems of equations by which formal inter-dependencies are stated must 
be voluntarily and consciously restricted to certain permitted types, if the 
relations of structural or inferential “‘ precedence ” which can be inferred 
from one set of equations are not to be entirely turned inside out when we 
exchange that set of equations, by operations which algebraically change 
nothing, for another set. 

I hope that I have successfully paraphrased Professor Simon’s argument. 
I should myself be inclined to be even briefer, and declare the conviction 
that cause, like time, has no place in pure mathematics. There is something 
empirical and non-formal about cause as about the human experience of 
time. However this may be, it is interesting, though ultimately a little 
disappointing, to trace with Professor Simon the intricate demonstration of 
his thesis for systems of linear equations. It is perhaps an unavoidable 
anti-climax when we read on p. 29 that the matrix of coefficients of the 
equation-system must not be subjected to elementary row-transformations 
in general (those which leave the solution of the system unchanged) but only 
to multiplication of rows by constants. It is indeed plain that the “‘ scrambl- 
ing ” of equations which is brought about when, for example, a multiple 
of one row is added to another row, means that the “ causal ordering ” of 
the equations is also scrambled. To say this is not in any way to depreciate 
the interest and usefulness of the idea of the causal ordering of equations 
itself. 

After a brief chapter on spurious correlation as another aspect of the 
problem of cause (rather heavy artillery being brought up to capture a 
position which is intuitively obvious), the author confronts in Chapter 3 
the question whether we must confine the term cause to experimental situa- 
tions. The gist of the highly technical argument might, I think, be fancifully 
envisaged as follows. If, distinguishing man from nature, we suppose that 
at first the universe consists only of the latter, and if to the eyes of a super- 
human observer it is plainly deterministic, will such an observer concern 
himself at all with such questions as “ What would have happened f the 
constitution of the universe, or the initial impulse which set it on its way, 
had been different?” When man appears upon the scene, claiming for 
his own will a freedom from the determinism of the rest of nature, he finds 
certain “levers” ready to his hand. Different levers when manipulated 
produce different effects; his experiments allow him to deduce the connection 
between this “ lever” and that “ result,”” and thus he builds up a picture 
of the working of nature in terms of cause and effect. Once this stage of 
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the argument is established, can he or can he not abandon his claim to 
“ free will,” and say that whether or not his own actions are determined and 
predestinate, the cause-and-effect picture remains valid? 

I think Professor Simon elected to put the set of essays on causation at 
the front of his book because this is the most fundamental of the notions that 
engage his mind. But how much better it would have been, within this 
set, to start with the brilliant and fascinating essay on “‘ Bandwagon and 
Underdog Effects of Election Predictions ” rather than the laborious and 
somewhat negative discussion of identifiability. The author is formidably 
widely read in politics, psychology, sociology and organisation as well as in 
economics, and in the rest of the book he provides samples of all. To the 
reader of Marshallian or Keynesian indoctrination this book will seem, I 
think, both impressive and irritating. It is unmistakably of top intellectual 


quality and packed with instruction. 
G. L. S. SHACKLE 
University of Liverpool. 


A New Prospect of Economics. An introductory text-book by members of the 
staff of the Department of Economics in the University of Liverpool, 
under the chairmanship of F. E. Hype, and edited by G. L. S. SHACKLE. 
(Liverpool: Liverpool University Press, 1958. Pp. xiv + 498. 30s.) 


Tuts book covers most of the important branches of economic theory at 
a standard suitable for a general university course. ‘The approach is broadly 
traditional: a general introduction, value and distribution theory, monetary 
and employment theory, a survey of market forms other than the perfectly 
competitive, international-trade theory, welfare economics and government 
activity, sources of statistical information and a conclusion which leaves the 
student to ponder the (mainly unsolved) problems of growth and develop- 
ment. 

The authors have managed to pack a great deal into fewer than 500 pages. 
The ability to condense important material without completely distorting it 
is evident throughout, but especially so in the later chapters. An intuitively 
satisfactory summary of the “‘ Protection and Real Wages” argument is 
given in less than a page, while, in the chapter on welfare, both the index- 
number problem for individual welfare changes and the Scitovsky compen- 
sation principle “‘ paradox ”’ for community welfare changes are outlined in 
a form which satisfactorily elucidates the general nature of the problems. 

The book’s main development of economic theory is rather austere: it 
belongs to that tradition which seeks to develop the theory in a slowly un- 
folding logical sequence. There are few examples of the sort which Boulding 
and Samuelson have used so effectively to serve the dual purpose of providing 
tool-using practice and of showing the student that the ultimate test of 
economic theory is its applicability to real situations (rather than, for 
example, its intuitive plausibility). 
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Part I, on the scope, method and tools of economics, written by Professor 
Shackle, contains some very good material. Chapter III, “‘ The Tool-box 
of the Economist,” suggests an excellent idea for future text-book writers: 
explain all the commonly used mathematical concepts and symbols in an 
introductory chapter, and then employ them throughout the text, referring 
the student back to the explanatory chapter whenever necessary. By the 
time he has finished, he should no longer be intimidated by the sort of 
mathematical notation so frequently encountered in the literature. Pro- 
fessor Shackle does the first half of this job in his lucid introduction to the 
mathematical concepts. Unfortunately the idea has not been exploited: 
almost nowhere in the rest of the book are either the symbols or the concepts 
used directly. 

Part II, on value and distribution, is the least satisfactory part of the 
book: it exposes an obvious uncertainty about method and is severely handi- 
capped by a lack of illustrative examples. The author of Chapter 5, on 
‘“* Economic Motives,” tries to meet many of the common objections to 
maximising theory in two ways: first, by showing that the theories are not 
as “‘ unreasonable’ as they might seem, and second, by re-interpreting 
them as tautologies so that they become irrefutable (and, of course, totally 
empty). The theory of consumer behaviour is justified by saying, first, 
that ‘‘. . . superficial observation seems to indicate that most heads of 
households spend their . . . income in such a way that the material 
comfort of their families is maximised,’ and then that, if a consumer 
does something not calculated to increase material comfort, it merely 
shows that “. . . he gets more satisfaction from doing this than from 
doing something which would increase his material satisfaction ’’ (pp. 55-6). 
Profit maximisation is defended against the charge of being ‘‘ unrealistic ” 
by the questionable arguments: first, that it is ‘‘. . . the most realistic of 
all possible postulates having the same degree of simplicity,”’ and second, 
that “. . . the postulate completely reflects reality if we interpret . . . [it] 
as meaning ‘ maximisation in the long run’ ”’ (p. 57). The student is thus 
left with the idea that assumptions about motivations are to be judged on 
grounds of intuitive plausibility; not a word is said about the widely 
accepted view that such assumptions are to be judged by testing empirically 
the predictions which follow from them. 

A number of unusual arguments are to be found in the chapters on in- 
difference curves and production. Convexity of indifference curves is de- 
duced from the assumption that there is “‘. . . a technically best pattern of 
consumption to suit each individual’s tastes ’’ (p. 62). Later, p. 63, we are 
told that, unless we assume measurable utility, we cannot call indifference 
curves constant utility curves. On p. 105 we read that “. . . it is never 
justified to draw the long run AC cost curve envelope as a continuous curve; 
this is logically invalid. For it is supposed . . . that all points joined up by 
the long run average cost curve lie at the lowest point of the respective short 
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run cost curves.” There is no subsequent explanation of how the author 
supposes it is to be drawn. 

The chapter on distribution is altogether admirable. The concept of a 
general theory of factor prices is stated and adhered to; the transfer earnings— 
rent distinction is made quite generally, without the confusion of separate 
chapters on rent and wages; the chart on p. 141 gives an excellent summary 
of the relations between the various parts of value theory, relations which are 
seldom forcibly pointed out in text-books. 

Parts IV and V provide a good introduction to income theory. The 
analysis is well developed and easy to follow; useful summaries of alternative 
policy objectives are also given (p. 296). The important points of contrast 
between Keynesian and pre-Keynesian economics are excellently brought 
out, especially in Chapter 12. The treatment does, however, occasionally 
become rather naively ‘‘ Keynesian.”’ On p. 267, for example, we find the 
unqualified statement that “the rate of interest is a purely monetary 
phenomenon,” and, when the consumption function is introduced, it is 
justified simply by quoting Keynes’ “‘ fundamental psychological law,” which 
by now sounds almost archaic, without mention of the empirical evidence. 

There is a general failure to distinguish satisfactorily between positive 
and normative economics, and in places the two are completely confused. 
Thus, positive descriptions of equilibrium conditions are followed (p. 334) 
by the statement that marginal cost pricing ‘‘is undoubtedly valid as anidea,”’ 
and (p. 142) by the statement that: ‘‘ This justifies the final conclusion in the 
theory of value that when individuals are left free to seek their own in- 
terests . . ., satisfactions in the widest economic sense are maximised.”” In 
the section on government, positive and normative questions are combined 
in a single list. The student is seldom given warning that the change from 
questions about what Is to ones about what OUGHT TO BE might involve a 
change of criteria. 

The book will, nonetheless, be a useful addition to the stock of text-books. 
It will provide a widely acceptable introduction to some branches of 
economics and, used selectively, it should provide some instructive tutorial 
essays of the gort: ‘‘ Compare the treatment of problem ‘ X’ in this text- 
book with that in some other text (in a totally different tradition).” 

R. G. Lipszy 
London School of Economics. 


Introduction to the World Economy. By A. J. Brown. (London: Allen & 
Unwin, 1959. Pp. 212. 18s.) 


As its title implies, this stimulating little book is intended for newcomers 
to economics; the publishers mention particularly those, ‘‘ whose interest 
in economics has been awakened by economic geography, economic history 
or the survey of current world affairs.’ It is, however, refreshingly different 
from the general run of first-year texts. 
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An economy is defined quite generally as ‘‘ a system by which people get 
a living,”’ so that Professor Brown can allow his discussion to range from the 
whole world to the parish of Headingley. This is a good start, for though 
most of the subsequent discussion concerns either the world economy or the 


various national economies, Professor Brown frequently reminds his readers | 


that economic laws and economic problems transcend political boundaries. 

The first two chapters discuss the nature of economic decisions and 
methods of economic organisation on fairly conventional lines, and these are 
followed by a chapter on “‘ the flows of money ” which sets out the relation- 
ship between the various components of national incdme, and discusses 
briefly the relationship between income flows and the money stock. 

From this point, however, Professor Brown departs from the familiar 
pattern. Starting from the proposition that the standard of living of an 
economy will depend on its productivity and on the prices at which it can 
exchange its products for others, he has chapters on high and low producti- 
vity, the determination of prices and “‘ good and poor livings.”” The main 
theme of the chapter on price determination, which will be familiar to 
readers of The Great Inflation, is the difference between methods of pricing 
primary products, manufactures and labour, and the key role of primary 
products in initiating general upward or downward movements in prices. 
There is much in the argument that is convincing, though one could wish 
to see it more closely integrated with other aspects of price theory. 

The comparison of national economies (‘‘ good and poor livings”’) is 
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followed by chapters on the conditions of growth, the changing balance of | 


occupations in a growing economy, “‘ the roots of specialisation ’’ and the 
pattern of world trade. The chapter on specialisation differs from the usual 
elementary treatments of international trade theory in giving economies of 
scale an amount of space at least equal to that of differences in factor endow- 
ments. 

Finally, there are sections on “‘ the hazards of economic life ’’ (changes 
in taste, changes in technology, depression and inflation) and on the organi- 
sation of the world economy. This last gives a very brief account of the 
main international agencies and an indication of what Prpfessor Brown 
regards as “‘ the next tasks ’°—the provision of larger resources for economic 
development, the increase of international liquidity and the development of 
better arrangements for stabilising primary product prices. 

The great merit of the book is its sense of realism and its blend of factual 
material and analysis. Practical examples and statistical comparisons are 
abundant and well chosen, and the analysis is clear and rigorous, though it 
carefully avoids using the technical terms of economic theory. This may 
well be an advantage to the general reader, but the beginner who intends 
going further with the subject might prefer to be introduced to some of its 
specialised vocabulary at the start. 

The newcomer to economics who studies this book thoroughly should 
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find it an interesting and invigorating, though far from easy task. At the 
end he will have covered a good deal of the ground of more orthodox intro- 
ductions, though from a distinctly different point of view, and will have an 
acquaintance with some important problems that do not normally find their 
way into elementary texts. There will still, however, be important branches 
of the subject with which he will not be acquainted. The book contains 
very little value theory and no formal marginal analysis, while the deter- 
minants of saving and investment, the rate of interest, the réle of money in 
the price system, and the trade cycle are discussed only very briefly. From 
this it is apparent that Professor Brown has not tried to write a substitute 
for the ordinary elementary text. He has, however, written a most valuable 
complement. It should be compulsory reading not only for all first-year 
undergraduate economists but also for those who try to teach them. 
E. Victor Morcan 
University College of Swansea. 


Trends in International Trade. A report by a panel of experts. (PROFESSOR 
G. HaBeRLER (Chairman), Dr. RoBERTO DE OLIVEIRA Campos, 
ProFEssoR J. E. Meape, Dr. J. TinBERGEN.) (Geneva: G.A.T.T., 
1958. Pp. 138. 14s. 4d.) 


Commercial Policy 1957. (Geneva: G.A.T.T., 1958. Pp. 67. 7s. 2d.) 


THE report of the panel appointed by G.A.T.T. is one of the most im- 
portant and most distinguished documents that have been produced by an 
international committee. The international statistics, provided as a back- 
ground for its full analysis, discussion and recommendations, have been 
judiciously selected, and compiled, so as to draw attention to relevant totals. 
The report is excellently written, thoroughly intelligible and notably free of 
euphemisms and non-committal statements; the thought is tightly packed, 
and each paragraph is weighty. Furthermore, it seems that the panel has 
reached conclusions on which a majority of economists should be able to 
agree. 

It is satisfactory to have the following point endorsed by these experts of 
high authority: ‘‘ The avoidance of business cycles and the maintenance of 
a steady rate of domestic growth are the most important contributions which 
the highly industrialized countries can make to the stabilization of the 
markets for primary products ”’ (para. 28). Again they say, ‘“‘ we emphasize 
once more that the maintenance of a high level of employment and full 
capacity production on the part of the industrial countries is of the utmost 
importance not only for them, but also for the less-developed countries ” 
(para. 172). In relation to this they observe: 


“It is now generally recognized that the modern kind of chronic 
inflation which confronts the developed industrial countries is not 
entirely of the ‘ demand-pull ’ type, but increasingly of the ‘ cost push ’ 
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variety . . . industrial countries should avoid dealing with the infla. 
tion problem merely by keeping the unemployment percentage higher 
than otherwise would be necessary ”’ (paras. 169-70). 


The report favours buffer stock schemes, national and international; it 
compares their merits carefully with those of buffer fund schemes. ‘“‘ Where 
a buffer stock is feasible, the two principles of a buffer stock and a buffer fund 
might well in some cases be combined ” (para. 207). On national schemes 
for securing stability in the home market the authors write: 


** The international interest suggests that schemes which rely on the 
‘ buffer stock’ principle are most to be preferred, that schemes which 
rely on variations in ‘ levies’ and ‘ deficiency payments’ to national 
producers are next to be preferred, and that schemes which rely on 
varying the incentives to import and export . . . cause greatest in- 
stability in other countries” (para. 198). 


In the case of international buffer stocks they favour discretion for the 
manager when to buy and sell. This strikes me as optimistic in relation to 
the manager, and liable to cause de-stabilising speculation, the force of 
which might prove fatal to the scheme. I favour, on the contrary, a rigid 
scheme with floor and ceiling prices at which the stock would be bound to 
buy and sell without limit of quantity, the middle point to be moved slowly 
but automatically over the long term in accordance with the trend towards 
excess of supply or of demand, on the lines recently suggested by Mr. St. 
Clair Grondona. The objection to such schemes is that it would be far 
more difficult to get agreement to them in the first instance; in their favour 
is that they might really succeed in their job, because speculative forces 
would work with, and not against, them. 

The authors naturally want an abatement of protection. They think that 
there may be some force in the contention that G.A.T.T. rules are slightly 
unfavourable, in their total incidence, to poorer countries. They have one 
suggestion that particularly arrests attention, namely that excise on raw 
products mainly produced in the poorer countries, even where it has no 
protective effect in richer countries, might be reduced, because this would 
expand demand for the commodities in question and therefore the incomes of 
their producers. Examples are tobacco, tea and coffee. But are not these 
** noxious weeds’? Was there no shred of sense in the nineteenth-century 
view that, if one had to discourage some form of consumption or other by 
taxation, then it would not be excessively paternalistic to discourage those 
that some may be inclined to consume in excess? It is rather paradoxical 
to suggest that mature countries should help the under-developed by a 
method that might impair their own health and vitality. 

In the admirable and penetrating analysis of the Report we can already 
see that the importance of the recent United States recession is somewhat 
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overstressed. The flattening out of European demand for primary products, 
which in the preceding years had been larger and growing more rapidly 
than the American, anteceded the American recession, has outlasted it, and 
in the total picture of the last three years has been a much more important 
cause of trouble for the under-developeds. 

Furthermore, it was naturally expected last year that the exports of the 
mature countries would in due course begin to suffer from the fall in the 
prices and incomes, and from the worsening in the terms of trade, of primary 
producers. The exports of the mature countries have indeed declined in 
most cases; but, as things have turned out, the main part of the fall has been 
in their exports to each other. The under-developed countries have manfully 
tended to maintain their purchases at the expense of their reserves or with 
the help of loans and grants. Ofcourse that cannot go on indefinitely at the 
recent rate, if their export earnings do not revive. Meanwhile a number of 
European countries have been hesitating to adopt fully expansionist policies, 
on the ground that their own recessions have been largely due to declines in 
their exports, and that their balances of payments and reserves are not strong 
enough to risk the consequences of an expansion of their imports. What this 
argument on their part does not allow for is that it is mainly their exports to 
each other that have fallen. A good example of a vicious circle! 

As would be expected, the panel favours an increase in the medium of 
international liquidity. It is odd, however, to find this report, with a view 
to assuaging excessive anxiety, following the precedent of the I.M.F. report, 
in quoting 1928 as a year in which the value of reserves of international 
liquidity was not higher in relation to the value of world trade than present 
reserves. What happened after 1928? 

The Report on Commercial Policy, 1957, contains a great mass of 
interesting information. 

R. F. Harrop 
Christ Church, 
Oxford. 


French Banking Structure and Credit Policy. By J. S. G. Witson. (London: 
Bell for the London School of Economics, 1957. Pp. 453. 45s.) 

Organized Business in France. By H. W. Enrmann. (Princeton, New 
Jersey: Princeton University Press (London: Oxford University 
Press), 1958. Pp. xx + 514. 60s.) 

The French Economy and the State. By W. C. Baum. A Rand Corporation 
Research Study. (Princeton, New Jersey: Princeton University Press 
(London: Oxford University Press), 1958. Pp. xvi + 391. 60s.) 


Turse three books have their diverse and contrasting strands drawn 
together in the current economic position in France. Professor Wilson 
describes the banking system and the mechanism of credit control. He 
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provides much of the material with which to assess the chances of keeping 
intact the thirteenth devaluation of the franc, which took place well after 
the book was published. Mr. Ehrmann’s book is a highly critical but fair 
and balanced analysis of that most cohesive and powerful of all pressure 
groups in France, the patronat. It has been very much in evidence during 





the recent Free Trade Area-Common Market discussions. Mr. Baum | 


treats France as “ the sick man of Europe ”’ and diagnoses a great deal of 
that sickness as the result of Government intervention. Yet the symptoms 
are waning at the very time when the grip of the Government is becoming 
somewhat stronger. 

Here, then, are an intriguing series of questions and paradoxes which 
allow us to dip into these books and test them in terms of developments 
to which their argument is certainly germane but which occurred after 
the books were published, and were sufficiently dramatic to have been 
wholly unexpected by the authors and unanticipated in the arguments they 
deploy. 

The most objective of these three books is Professor Wilson’s scholarly 
study of French banking structure. It fills in what had previously been a 
gaping void in British bibliography on comparative banking. The author 
has used the published material, from Kaufmann to Dupont, with discrimi- 
nation and provides the most up-to-date description of the French banking 
system, doing justice to such topical and intriguing developments as the 
evolution of the Banque de l’Indo Chine into a truly cosmopolitan banque 
@ affaires. In his discussion of credit policy Professor Wilson is careful to 
define the limits and reservations within which it can be effective. There 
has been no better object lesson of these limitations than that provided by 
French monetary policy over the past forty years. The ultimate respon- 


sibility for the stability of the currency lies with the Government, and the | 


book aptly closes on the theme that “ provided the Governments are able 
and prepared to follow a consistent fiscal and economic policy [should it 
not be ‘correct and consistent’?], there should be little difficulty in 
maintaining effective regulation of credit conditions. No more than that 
can be expected of any central bank.” 

Mr. Baum, in his book on The French Economy and the State, casts the State 
in the joint role of bad fairy and blundering fool. The author is prepared 
to admit that faced with a war-devastated and stagnant economy, the 
French Government, after the liberation, had to assume major responsibility 
for reconstruction and modernisation. He also concedes that the emergency 
efforts of the State in the immediate post-war period contributed to a 
rapid recovery of production. But he suggests that the overriding priority 
given to the so-called Monnet Plan involved the sacrifice of other objec- 
tives, including the stability of the currency. Direct controls were quickly 
abandoned and the principal method of achieving the Plan became the 
provision of public funds for approved investments at preferential rates of 
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interest. Mr. Baum condemns even this attenuated form of State inter- 
vention by claiming that the French economy “ has not grown at a pace that 
has permitted France to maintain its relative standing among European 
countries, let alone to make up for the inter-war stagnation.” This is a 
very sweeping judgment indeed and one that flies in the face of statistics 
that should have been available to an author whose book was published in 
1958. 

One sector of the French economy which Mr. Baum’s accusations fit to 
perfection is agriculture. The State has been inept, not so much in its 
positive intervention and initiative as in the weakness with which one 
government after another has succumbed to special interests. But France 
should not be singled out for criticism on this score. The plaintive song of 
Ado Annie, of Oklahoma! fame “I cain’t say No” is not, as Mr. Baum 
suggests in this context, a French solo but a chorus that should be penitently 
intoned by the vast majority of present-day governments. In particular, 
it befits those highly industrialised countries which by their agricultural 
protection are doing so much damage to usually poorer neighbours, the 
primary producers. 

Mr. Baum finds a more typically French target, and also drifts into Mr. 
Ehrmann’s more specialised field, when he deals with the State as the 
willing accomplice of industry in maintaining France’s protectionist tradi- 
tion. The spirit of Colbert has not waned, though its identification has 
recently been blurred by balance-of-payments difficulties. These have 
served as justification between the protectionist policies of successive French 
governments and those of the patronat of which the latest and highly suc- 
cessful illustration is the effective blocking of the project for a Free Trade 
Area in Europe. And yet, one is faced with the fact that though France 
may have elbowed out the Free Trade Area, she has embraced the Common 
Market within which competition from Germany is likely to bear as harshly 
on French industry as any that would have come from a wider Free Trade 
Area. 

The answer to the paradox is perhaps provided by the arrangements 
that are already being made between German and French firms for inter- 
locking ownership and demarcation of spheres of interest. Mr. Ehrmann, 
writing well before the Treaty of Rome was negotiated, suggests that in the 
view of French industrialists ‘‘ only ar economic integration (of Europe) 
based on carefully worked out industry agreements can avoid upheavals 
which the economies of the Continent can ill afford.” And he asks “ given 
the past record of national and international cartels, is it likely that their 
action will embolden competition and thereby create the necessary condi- 
tions for accelerated economic development?” It is a rhetorical question. 
Mr. Ehrmann fears the worst—indeed, he knows the worst. His book is a 
remarkable study of French industrial pressure groups and of their activi- 
ties from 1936 to the present day, or rather to the day preceding the birth 
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of the Fifth Republic. It still remains to be seen how the seemingly irre. 
sistible force of the patronat will fare if ever it meets the immovable object 
who now occupies the Elysée. 

One of the main shortcomings of French employers, in Mr. Ehrmann’s 
view, is the deplorable state of relations with the workers. A “ proleta- 
rian ” mentality prevails in most French workshops, and the author suggests 
that the conversion of the worker “from a proletarian into a citizen” 
might well be one of the foremost problems of French democracy. In an 
eloquent and prophetic passage he thus sums up the drift of French economic 
policy with the dead hand of the patronat on the tiller: 


“In a world of permanent international conflict and crumbling 
empires the country will hardly be in a position to keep pace with its 
competitors if it does not adjust the political process to the demands of 
economic growth. While the need for change is widely recognised, 
there is lack of agreement on what such adjustments should be and how 
they might be effected. Which of the presently practised rules of the 
game must be discarded? Which cannot be abandoned without en- 
dangering democratic liberties? Should it prove impossible to settle 
these questions by consent, either immobilism might continuously 
produce injustice, social cleavage and alienation from the community, 
or the unchecked impatience of the élite might produce some form of 
despotism.” 


* Immobilism ” is hardly the word to apply to the France of the 1950s, 
and it is surprising to find both Mr. Ehrmann and Mr. Baum taking this 
view of France as a relatively stagnant economy; but of the new “ despot- 
ism ”’ it is still too early to speak. What it will do for the French dynamic 
remains to be seen. It can, at least, be claimed for it, that it has given 
France the promising start of a monetary reconstruction and of a return of 
confidence in the currency more solidly based than any similar revival since 
the franc set out on its course of depreciation more than forty years ago. 

P. BAREAU 
London. 


Investment in Innovation. By C. F. Carter and B. R. Wiiuiams. (London: 
Oxford University Press, 1958. Pp. ix + 167. 15s.) 


In the course of their inquiry into the factors that influence the rate of 
adoption of new economic and technical ideas by British industry (an 
inquiry which led to the publication of Industry and Technical Progress), 
Professors Carter and Williams collected data with a bearing on “‘ the back- 
ground of investment decisions.”” In writing this second book, they drew 
upon these data for the purpose of throwing light on the factors that promote 
or retard investment in innovation. It was not to be expected that they 
would produce a systematic theory of investment decisions, nor that a set 
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of closely related and assured conclusions would emerge from their inquiries 


and analysis. 
tions on this 
decisions sta 
world.” Bu 
They make 


Indeed, they are at pains to emphasise that broad generalisa- 
subject are suspect, “that a ‘ general theory’ of investment 
nds little chance of coping with the complexity of the real 
t, of course, by no means all their conclusions are negative. 
many useful, though perhaps not startling, contributions to 


knowledge in this field. They present significant facts about the process 


of investmen 
In their 


t and they comment shrewdly on business motives. 
discussion of the “irreducible uncertainty” that attends 


investment in innovation, the authors have interesting things to say about 
how firms bring themselves to take decisions to innovate despite the fog that 


surrounds the future. We are shown that a firm 


‘ 


‘which is quick in 


adopting new scientific and technical ideas” is not necessarily more 
seriously affected by uncertainty than a routineer. The former has usually 
equipped itself, technically and commercially, to handle these risks, whereas 
the latter, when it is obliged to take an investment decision, is often un- 
prepared. Some firms, we are told, seek to reduce risks in this field by 
“creeping up”’ on a problem. Others make their investment decisions 
within a ‘‘ framework of a master decision governing the total amount to 


be spent.” 

produce two 
have linked 
as a motive 


This decision may, for instance, take the form of deciding to 
or three new products every year. The authors might usefully 
this discussion with their examination of profit-maximisation 
for innovation. It is known, for instance, that some firms 


pursue a price and profit policy designed to provide resources for financing 
a rate of expansion on which they have previously decided. However, 
such a policy raises wider issues than those considered here and cannot, of 
course, be judged solely in the light of its effects on the rate of innovation. 

There is a valuable analysis of the motives that lead firms to refrain from 
investment as well as of those that impel them to undertake it. For in- 
stance, family firms are sometimes inhibited in innovating activities, because 
the expansion of “‘ their assets to grasp opportunities of profit . . . would 
endanger family control by introducing outside capital.” In their review 
of the reasons why some promising projects are not proceeded with, the 
authors reach the familiar conclusion that “‘ in Britain there is an unreason- 
ably high ratio of unconsidered projects, due to poor organisation of research 
and development, to there being too little of it in private industry, and to a 
shortage of trained men and women.” 

It is inevitable that in so slender a book particular arguments should 


at times be 


insufficiently sustained and that important generalisations 


should appear as obiter dicta rather than as conclusions based firmly on 
evidence. On p. 142, where the authors list the influences that favour 
investment in innovation, they declare that for some industries keener home 
or foreign competition would be advantageous, for other industries “‘ greater 


protection or less competition.”” This treatment of the complex relation- 
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ship between market structure and innovation is hardly satisfactory or 
helpful, and the subject certainly demands a far deeper analysis than it 
receives anywhere in the book. Moreover, inquiries of this character 
should surely be concerned not only with the rate but also with the type 
of innovation. If the structure of an industry is oligopolistic or mono- 
polistic, then it is likely that the new projects selected for development will 
be those from which oligopolists or monopolists can derive special advan- 
tages. The merits of the book would probably have been enhanced if the 
authors had been able to approach their problem by a variety of routes, 


Their evidence, in fact, is drawn, mainly though not exclusively, from | 


investigations of business experience and opinion during the middle fifties, 
There are dangers, of which the authors are conscious, in reliance on such 
data. If one is to reach a deep understanding of the process of innovation 
and of the motives that determine investment decisions, it is desirable to 
investigate also, in considerable detail, the course of successive innovations 


in particular industries over a long period. 
G. C. ALLEN 
University College, London. 


World Without War. By J. D. Bernat. (London: Routledge & Kegan 
Paul, 1958. Pp. xi + 308. 25s.) 


Tuis is a book about what science could do for mankind if “‘ The Cold 
War” were replaced by “‘ conditions of peaceful international economic 
competition or, still better, of co-operation.”” The under-developed parts of 
the world could then develop, in a generation or two, “‘ a standard of living 
at least equal to that enjoyed in the older industrial countries today ” (pp. 
ix and x). 

After an account of the destructive powers of nuclear weapons and a 
critique of the policy of ‘‘ nuclear deterrent,’ Bernal attempts to justify his 
claims about the possibility of ending poverty. He first deals in a general 
way with the potential impact of science on supplies of food, raw materials 
and final outputs. A full application of science in industry would involve a 
revolution both in education and in the organisation of science—at any rate 
in ‘‘ capitalist countries.” Judged from the present Russian output of 
scientists and technologists in the appropriate age-groups, Britain would 
need a five-fold increase in the numbers trained (p. 201), and the supply of 
those directly or indirectly involved in scientific tasks would rise gradually 
to 20% of the working population (p. 88). As “‘in practice it has never 
been difficult to find enough people providing the community is willing to 
pay for them ”’ (p. 102), there could be a sufficient supply of science students. 
Britain would also need more research and a more centralised system of 
scientific research organisation: to give an efficient information service and 
to concentrate scientific effort at the points ‘“‘ where advances are easy and 
abundantly rewarding.” But finding the right problems is often more diffi- 
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cult than finding the solutions, and the efficient application of science to 
industry requires a close interaction of science and industry. To get this 
the scientist must be on top and not just on tap: “ The key position which 
science is acquiring in our society will impose such a relation, but it can 
impose it usefully only if the administrators working with the professed 
scientists are also sufficiently scientists themselves to understand what the 
matter is about ’’ (p. 204). 

In a key chapter “The Time Table of Transformation,” Professor 
Bernal gets to the detail of his forecast of productive possibilities. Inter- 
national grants or interest-free loans equal to one-quarter of the present 
amount of military expenditure would provide all the funds necessary to 
industrialise all the under-developed countries within the world within ten 
to twenty years (p. 244 and Table XXI). The preparatory phase would 
take ten years. The second phase of constructing industrial centres—en- 
larging eleven industrial centres and creating fourteen new major and thirty 
minor industrial centres (Map 1)—would take ten to fifteen years (p. 257), 
after which the new centres would be able to finance their own further 
development. 

How Utopian is this approach? His starting-point is the rather specula- 
tive estimate given in Measures for the Economic Development of Under-developed 
Countries, of foreign capital needed for an annual 2% increase in income per 
head in poor countries. Bernal adds 50% to this estimate and then asserts 
from the experience of China that since ‘‘ much more can be done for the 
same money by investing only in essential equipment” (p. 245), a 10% 
increase in real income (and not just of industrial output as the United 
Nations report supposed) could be achieved. Poverty is not eliminated by 
compounding statistical guestimates in this way, but even if real incomes per 
head in poor countries were raised 10% per annum, Egypt would take 
twenty-five years to reach the present British level, Burma, Ethiopia, 
Ecuador, Korea, Philippines, Saudi Arabia, thirty-five years, and Indonesia 
forty years. 

It would seem that Professor Bernal has in mind the pattern of Soviet 
financial and technical aid to China. Is this a likely model for the rest of 
the under-developed world? In China a strong Communist party gained 
power by its own efforts, there are are strong political reasons for aid (not 
least being tensions between Russia and the West), and it is a sufficiently 
large and self-sufficient nation to be suitable for a Russian-type industrialisa- 
tion. In this sense China is a very different proposition from Bernal’s other 
potential major industrial centres—the Middle East, North, West and Central 
Africa, Central and South America. There not even the appropriate nations 
exist. Who, then, would receive the monies equal to one-quarter of present 
military expenditure if the Cold War countries were prepared to give it? 
Without a very strong state in a viable economic unit Professor Bernal’s crash 


programme of industrialisation would not be feasible. He sometimes writes 
No. 275.—vVOL. LXIX. oo 
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as if the end of “‘ colonialism ”’ or of “‘ indirect colonialism ”’ (which appears 
to be a state of suffering from private foreign investment) is sufficient to 
create the necessary conditions of rapid economic growth. As he arguesthat 
* really rapid economic advance is possible for an undeveloped country only 
when it is free from both foreign and native capitalism”’ (p. 229) , he seemingly 
envisages the end of colonialism as a facet of the rise of Socialism. But even 
the rise of world Socialism would not quickly create those new nations and 
internal conditions required for Bernal’s crash programme. It is impossible 
for foreign Governments to induce “‘ 10% growth ”’ by offering capital grants 
and technical aid. Any attempt to force the pace could produce new forms 
of ‘‘ colonialism ”’ inconsistent with the requisite enthusiasm for education, 
invention and reconstruction. It is no accident that in this book China is 
the show-piece and not the East European countries. 

Although Professor Bernal’s book is over-optimistic about ending “ the 
crime of poverty,”’ too unaware of the political and human problems of 
creating new nations and transforming them very quickly, and insensitive to 
Western fears of the strength and objectives of Soviet military power, there 
is asense of purpose, of the possibilities of transforming methods of produc- 
tion, of the power and potentialities of education, that I found most stimulat- 
ing and instructive. My impression when reading the book was much more 
favourable than when for reviewing I looked again at the detail, and this I 
think is due to higher quality of his writing on war and science and education 
than on economic programming. A very quotable passage, which sums up 
Bernal’s attitude, can be used to end this review: ‘‘ What we have lost, 
particularly in the old capitalist countries, and what really gives salt to life 
is purpose. What purpose we conserve is for trivial or negative ends.” 

B. R. WIL.IAms 
University College of North Staffordshire. 


Economic Elements in the Pax Britannica: Studies in British Foreign Trade in the 
Nineteenth Century. By Apert H. Imian. (Cambridge, Mass.: 
Harvard University Press (London: Oxford University Press), 1958. 
Pp. xiv + 224. 48s.) 


IN spite of the fact that much of the material in this volume consists of 
estimates already published in journal articles, and frequently quoted by 
other authors, it remains a good buy for students of modern economic 
history. For Professor Imlah’s estimates are still the best available for the 
crucial missing links in the statistical record of British foreign trade, and it 
is an obvious convenience to have them in one place instead of dispersed in 
different volumes and on different library shelves. 

These methodical calculations of the annual values of imports and 
re-exports during the first half of the nineteenth century (when the trade 
accounts still enter most of them at the prices of 1697), the more daring, 
but still painstaking estimates of the invisible items in the nineteenth- 
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century trade balance, and the various indices of the terms of trade for the 
period 1796-1913, are basic data for the economic historian. They will 
be criticised and no doubt partially revised (though criticism is easier than 
improvement) by those who dispute the heroic assumptions underlying the 
estimates of the invisibles or who find new data with which to reconstruct 
some of the price and quantity series. But it is safe to assume that Professor 
Imlah’s near-monopoly in the field of nineteenth-century British trace 
statistics will long be protected by the formidable quantity of labour and 
know-how which his estimates embody. 

The familiar series, carefully revised, described and justified, and sup- 
ported by important new breakdowns and additional estimates take up 
about half of this volume. The other half contains the author’s own 
interpretation of the significance of his results. 

His theme is a simple one. It is that Britain’s liberal commercial 
policies, culminating in the free-trade system of the second half of the nine- 
teenth century, made a powerful contribution to her own rapid economic 
growth and to the expansion of the international economy. Professor Imlah 
examines the evidence for the period after the Napoleonic Wars and finds 
that high protection constituted a positive hindrance to British exports and, 
by inference, a genuine drag on an economic progress based on the extension 
of mass-production methods. During the twenty-five years following the 
lifting of the barriers in the early 1840s the market value of exports grew 
twenty times as rapidly as in the preceding quarter century. ‘“‘ What is 
surprising is that net imports increased at a less rapid rate than British 
exports in the first period (1842-73) and less rapidly in amount than total 
British income throughout the (free trade) era as a whole.” The relatively 
rapid growth in exports was reflected in the British contribution—by capital 
exports—to the development of the world economy. 

Professor Imlah presents his case for the liberal economic policies of 
nineteenth-century Britain with clarity and conviction. It is not often 
that economic historians use quantitative material so skilfully and with so 
little loss of literary quality. The result is the kind of book that can be 
happily recommended to all students of economic history from the under- 
graduate onwards. 

Specialist users of historical statistics will wish for more explicit recogni- 
tion and discussion of rival estimates (for example, some of the official 
estimates of real values of imports which were made at various dates in the 
first half of the century). But when so many economic histories are grossly 
overweight it seems ungracious to dwell on the omissions of an author who 
has managed to keep within such elegant proportions. 

Puy.uis DEANE 
Department of Applied Economics, 
Cambridge. 
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Manpower. By H. M. D. Parker. History of the Second World War, | 


United Kingdom Civil Series, edited by Sir Keith Hancock. (London: 
H.M.S.O. and Longmans, 1957. Pp. xviii + 535. 40s.) 


Labour in the Munitions Industries. By P.INMAN. History of the Second World | 


War, United Kingdom Civil Series, edited by Sir Keith Hancock. 
(London: H.M.S.O. and Longmans, 1957. Pp. xv + 461. 35s.) 


THESE two volumes in the Civil Series of the History of the Second 


World War are complementary; as an Editor’s Note states, Mr. Parker 


“ deals with the total resources of man-power in the United Kingdom and 


their use. . . the responsibility under War Cabinet direction of the Ministry | 


of Labour and National Service,” while Mrs. Inman deals “ with man-power 
as a factor of production within the industries controlled by the Supply 
Ministries.” Although some overlapping is inevitable, Mr. Parker’s general 
survey often gains considerably when supplemented and illuminated by the 
detailed study of the problems of the selected group of industries of key 
importance provided by Mrs. Inman, while many of those problems, and 
the measures taken to deal with them, cannot be properly understood except 
in a framework of broader problems and policies. 

Mr. Parker’s volume is in two parts, the first concerned with the general 
problems of mobilisation and use of man-power, the second with a series 
of particular topics. Part I opens with brief reviews of the problems of the 
First World War, of the employment situation between the wars and of 
(exiguous) man-power planning for the Second World War, all “ essential 
to an understanding of the difficulties with which man-power planners 
were faced in the autumn of 1939.” 

The treatment of mobilisation and use of man-power in the war years 
is partly chronological and partly by topic (call-up for the Forces, the 
application of controls to civilian man-power, the development of central 
planning and of the administrative machine and so on). One can only 
admire the skill with which Mr. Parker has reduced to order a mass of 
complicated material to provide a lucid and absorbing account, in which 
there is sufficient detail to make the problems and policies comprehensible 
and susceptible to the reader’s judgment, but not so much as to obscure the 
main picture. 

The main theme is, of course, the development of stringency and the 
methods of overcoming it. Two major turning-points can be distinguished. 
The first was Dunkirk and the coming of Ernest Bevin to the Ministry of 
Labour. In so far as an Official History can have a hero, it is here the 
Minister of Labour. As Mr. Bevin himself said, “‘ I came in at 2.30 on the 
afternoon of Tuesday and on Wednesday at 11 o’clock I produced at least 
the outline of the basis of my scheme” (as Mr. Parker shows, there was 
more than simple egotism in statements of this kind which came not infre- 
quently from the Minister). It was this scheme which was the basis for 
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the mobilisation of man-power and its allocation for the next eighteen 
months, which saw the Essential Work Order, registrations for civilian em- 
ployment, concentration of industry, and so on. 

By the autumn of 1951, stringency was becoming greater, and the next 
few months saw the second great turning-point. In December 1941 there 
was legislation putting an obligation on all men and women between the 
ages of eighteen and sixty to carry out some form of National Service, and 
providing for conscription of women to the Auxiliary Services. This was 
followed not only by the application of closer measures of control but also 
by further development of the techniques of man-power budgeting, reach- 
ing their full fruition in the Ministry’s survey of the autumn of 1942 and the 
War Cabinet’s decisions based thereon which set the pattern for the peak 
of mobilisation by the autumn of 1943. To show the general order of the 
problem, in June 1942 the employed population consisted of about 22 million 
men and women, of whom about 9:5 million were in the Forces, Civil De- 
fence and the munitions industries (in June 1939 there had been about 3-7 
millions in these categories), with a further 5 millions in “ essential ” indus- 
tries (such as coal, agriculture, transport) which could hardly give up much 
man-power. The needs of intake of the Forces and munitions over the 
eighteen months to the end of 1943 were put at about 2-7 million people, 
against about 1-6 million who could be made available. Re-assessment of 
programmes was therefore inevitable. These, however, were broad statis- 
tics; although the man-power “ budget” was an essential instrument in 
planning, it was necessarily limited to broad decisions. The man-power 
needs for industry (and to some extent for the Forces) were for a multi- 
plicity of different skills, changing from time to time, and in various parts 
of the country; they were by no means exactly matched by the people who 
could be made available from other employments. Thus the process of 
labour supply was usually complex, with an increase of one worker in a 
Royal Ordnance Factory involving possibly the movement of several others 
in a sort of general post. The problems which were thus posed, and the 
means of dealing with them. are, of course, described in detail by Mr. 
Parker and Mrs. Inman. 

Although it could be argued that the peak was reached too soon, the 
degree of mobilisation achieved surpassed that of any of the other belli- 
gerents, and in spite of the wastes which are inevitable in the changing con- 
ditions of war, the resources thus mobilised were in the main effectively 
used. There were many critics of the Ministry’s policy, especially in the 
earlier stages, but Mr. Parker’s judgment supports the Minister: 


“Tt may also be claimed, with some justice, that Mr. Bevin was 
sometimes unnecessarily hesitant in introducing measures which he 
recognised would sooner or later be required. . . . But, although there 
is substance in these criticisms, there is another and better criterion by 
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which both the direction of policy and its timing may be judged. In 
retrospect the most impressive feature of the progressive mobilisation 
of the country was the willingness of men and women to co-operate 
with the Government. . . . This was the strength and vindication of 
Mr. Bevin’s policy.” 


To this pragmatic justification, there can be added that Mr. Bevin also 
helped to preserve human values in which he himself profoundly believed. 

The second part of the volume covers a wide range of topics, such as 
the contribution made by women to the war effort, the employment of 
juveniles, training, welfare, wages and industrial disputes. These chapters 
suffer at some points from compression, and at times are little more than 
summary accounts of administrative measures. There is, however, much 
of more general interest, and on some matters Mrs. Inman provides the 
flesh for what is otherwise little more than a skeleton. To the present 
reviewer her account of wages and industrial relations, in industries in which 
these matters were not only important in themselves and in their influence 
on other trades but also particularly intractable, is particularly valuable 
and illuminating. 

One moral which neither author explicitly draws is the degree to which 
many of the accepted features of the present industrial scene had their 
origin as war-time expedients in the process of total mobilisation. The 
increased employment of women, continuing after marriage and often 
part-time, is well known, and is in some degree paralleled after the First 
World War. Less well known are such matters as the juvenile employment 
service, various training and educational schemes, decasualisation of labour 
in certain trades, “‘ welfare” in the factory and the growth of “ personnel 
management.” These books are thus not only the standard works on a 
vital aspect of the war: they are also essential for understanding the develop- 
ment of many features of the present industrial economy. 

S. R. DENNISON 
The Queen’s University, 
Belfast. 


Factories and Plant. By W. Hornsy. History of the Second World War, 
United Kingdom Civil Series, edited by Str Kerrh Hancock. (Lon- 
don: H.M. Stationery Office and Longmans, 1958. Pp. xiii + 421. 
37s. 6d.) 


Mr. Hornsy has a hard task in this volume of the Second War Histories, 
because so much of the ground has been trespassed on already by other 
volumes on War Production, Labour in the Munition Indistries, The Control 
of Raw Materials and so on. But he contrives to give us a skilfully co- 
herent and comprehensive story, based on the history of the munition in- 
dustries right back to the Napoleonic wars. Those who were engaged—of 
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necessity sectionally—in the war-production struggle in 1940-45 will find a 
great deal here they didn’t know as well as recognise a faithful record of 
what they did. 

It used to be said in the Ministry of Supply during the War that the Royal 
Ordnance Factories produced everything the British Forces needed up to the 
Crimean War, but that new-fangled weapons invented since, such as tanks 
and aeroplanes, had unfortunately to be bought from private industry. Mr. 
Hornby shows how the dilemma of policy between reliance on-the original 
R.O.F.s—Woolwich, Enfield and Waltham Abbey, already operating in the 
Napoleonic Wars—and a private armament industry, caused much argument 
long before 1914. Convenience tended to dictate a great expansion of 
R.O.F. production in the wars, and the maintenance of capacity between 
wars by private industry producing for foreign countries. 


‘Although every war in the nineteenth century in which Britain 
took part brought a significant increase in the resources of the Royal 
factories, the inquest on every war after 1850 resulted in a policy in 
favour of extending the armament industry and limiting, tosome degree, 
expansion of the Government factories. Thus it was true to say that 
the Government factories thrived in war but the armament industry 
thrived in peace or on rumours of war.” 


So when the First World War came, a vast expansion of the three R.O.F.s 
into 250 National Factories bore the real brunt of the war-production effort. 
Woolwich became the largest factory in the world, with 70,000 employees. 
After 1918, back we went again to Woolwich, Enfield and Waltham—with 
only an embryo filling factory at Hereford, an engineering R.O.F. at Birtley 
and an explosive R.O.F. at Irvine. The Nazi threat, therefore, found our 
State munition capacity grievously run down; but with an even worse 
deficiency than in 1914. Tanks and aircraft had never been produced in 
R.O.F.s, partly because these weapons had at least their civil counterparts 
in civil aircraft and road and rail vehicles. 

For these reasons, the 1939-45 production effort was tackled by a huge 
expansion of the R.O.F.s for ammunition, filling, explosives, guns and small 
arms; but the “ agency factory ” principle (State-owned factories managed 
by private firms) was relied on for aircraft and tanks. The agency factory 
was very convenient for the now powerful aircraft and vehicle industries, 
because the Government took the financial risk and management stayed in 
the hands of private firms. Mr. Hornby rightly pays tribute to the remark- 
able achievement of the R.O.F. expansion between 1939 and 1943 (from six 
factories to over forty and from 50,000 workers to over 300,000). All this 
was secret at the time and not much publicised afterwards, because private 
industry was naturally more publicity-minded. But Mr. Hornby says 
justifiably that in 1943 ‘‘ with more than forty factories and an employment 
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of over 300,000, the R.O.F. organisation was the largest munition under- 
taking in history . . . this expansion was the equivalent of the creation of a 
new major industrial sector. It was a transformation which would normally 
be achieved only over a long period of years.” 

Probably the greatest failure of the British Munitions effort was tank 


production. Really mass output of a wholly successful tank was hardly | 
achieved, even by 1944. Some thought in the later war years that this was | 
due to lack of R.O.F. production, and to 100% reliance on private industry. | 
At any rate, Leeds R.O.F. was brought into tank production in the later 


war years, and was soon successful. 

Was not the huge volume of aircraft production, however, wholly 
achieved by private industry, though mainly in agency factories, a proof 
that private firms could do the job? Partly, but only partly, because the 
aircraft expansion was to a great extent achieved at the expense of other (and 
perhaps more essential) forms of war production. This can be seen again 
from Mr. Hornby’s excellent chapter on location of factories, though he does 
not himself draw the moral explicitly. The R.O.F. organisation pretty 
continuously located its huge new plants in areas of readily available labour, 
which also happened to be less strategically vulnerable (Wales, Scotland, 
Cumberland and the north-east coast). The aircraft factories, under short- 
sighted pressure from private managements, were ludicrously concentrated 
in Coventry, Birmingham and Bristol; until the Ministry of Aircraft Pro- 
duction by 1942 or so (as it used to be said in the Ministry of Supply) had at 
last heard of Manchester and went in a rush to Lancashire. In 1940 Mr. 
Hornby says, “the greater proportion of aircraft production was still in 
highly vulnerable areas.”’ (Rolls-Royce at Hillingdon, Glasgow, was an 
honourable and highly successful exception.) 

As a result, the Ministry of Supply was usually ahead of the M.A.P. in 
the race for labour; there was a persistent aircraft production crisis; and in 
the end all sorts of artificial ‘‘ super priorities ’’ had to be given to aircraft 
programmes to get near the target. It may be that if the R.O.F.s had 
produced aircraft before the War and had expanded in the right areas, these 
crises would have been avoided, and the War finished earlier. 

One of Mr. Hornby’s most interesting comparisons is between the produc- 
tion record in the First and Second World Wars. It is not nearly as favour- 
able to the Second World War as many would expect. Taking four and a 
quarter years in each case, from August 1914 to November 1918, and from 
September 1939 to the end of 1943, output of rifles in the First World War 
was double that in the second, of small-arms ammunition greater, of filled 
shell about the same, of explosives and propellant about the same, of the 
larger guns greater, of merchant shipping tonnage not very much less, of 
machine-guns nearly one-third and of aircraft nearly two-thirds. 

True, tank and vehicle production was far higher in the Second World 
War; and some weapons, such as bombs, were hardly produced at all in the 
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First World War. Also aircraft and many other weapons of the Second 
World War were, of course, far more complex and costly. Nevertheless, the 
comparison is surprising and requires explanation. Part of the answer is no 
doubt the much greater dependence on U.S. supplies in the Second World 
War, and partly the absence until mid-1944 of the non-stop murderous land 
battles which raged in 1916, 1917 and 1918. 

Even so, those who have congratulated themselves on the “‘ total mobili- 
sation ’’ of 1940-45 must, I think, in the face of Mr. Hornby’s figures, pay a 
very heartfelt tribute in retrospect to the astonishing munition effort of 
1914-18. 

Douctas JAY 
London. 


Social Economics. By Wa tTeR Hacensucn. Cambridge Economic Hand- 
books Series. (London: Nisbet and Cambridge University Press, 1958. 
Pp. 320. 12s. 6d.) 


SINCE economics is essentially a study of man in society, one might doubt 
the logic of selecting particular topics for treatment under the label of “‘ social 
economics.” The intellectual justification is that the topics chosen are all 
near the borderlines between economics, politics and sociology. A more 
practical reason is that they are all of particular interest to those occupied 
in or training for what is commonly called “ social work.’ This is pro- 
bably the market for which this book is mainly designed, though there is 
much in it that deserves the attention of a wider public. 

The first half of the book is concerned with the social problems of popula- 
tion, housing, working conditions, unemployment and poverty, and the 
second with the social services—the voluntary services, National Insurance, 
National Assistance, the National Health Service, the welfare and child care 
services, and food and housing subsidies. Education is included in the 
estimate of social-service expenditure, but is not one of the topics discussed 
in detail. On each of these subjects there is a brief historical sketch, an 
account of the present position, generally with some useful figures and guid- 
ance on their sources and an analysis of present and future economic 
problems. 

To cover all this ground in a small book inevitably means that some 
aspects are treated only slightly, but Mr. Hagenbuch, aided by an easy and 
economical style, has done an excellent job of compression. A short review 
can only draw attention to a few of the many good things in the book. The 
population chapter includes a beautifully clear and concise account of the 
various measures of population change, while its estimate of the increase in 
productivity that will be needed to take care of an ageing population without 
a fall in living standards is a useful corrective to some popular fallacies. The 
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chapter on housing contains a good discussion of the uses and limitations of the 
price mechanism in the housing market and of the effects of rent control; and 
that on the voluntary social services includes some very wise remarks about 
the importance of these services in a free society and about their probable 
future. A further point that might perhaps have been made here is the 
effect of declining leisure among business and professional people on the 
supply of voluntary effort; it is much harder to find time and energy for 
voluntary social work if you have to do your own domestic chores. 

In the sections on the public social services, the best features are the clear 
distinction between services involving transfer payments, services in kind and 
subsidies, and the analysis of the economic effects of each; the comparison 
of each type of expenditure with the relevant item in the national-income 
accounts; and the penetrating analysis of changing aims and methods in 
the social services. Here, Mr. Hagenbuch emphasises the extent to which 
the subsistence element in the original (Beveridge) National Insurance plan 
has been abandoned under the stress of inflation, and the degree to which 
the humane and efficient work of the National Assistance Board has broken 
down traditional hostility to the means test. These changes could open the 
way to a substantial raising of the “‘ poverty-line ”’ by selective aid and, when 
they can be seen in retrospect, they may appear as among the most important 
developments in the social services during the past ten years. 

There are, however, several important points about which little or nothing 
is said. The whole question of the usefulness of the insurance concept in a 
universal service is discussed only briefly, and there is no mention of the 
possibility of graduated contributions and no attempt to estimate how far 
the social services redistribute income. Another very fundamental point 
which could have been discussed more fully is the distinction between 
objective standards and value judgments. Mr. Hagenbuch gives a good 
account of the uses and difficulties of objective standards in relation to 
poverty, but there are times when he seems to accept them rather too easily 
in relation to housing and medical services. These are fields in which the 
professional is under great temptation to impose his own value judgements on 
others, and it is important that both he and we should know when this is 
happening. 

The limitations of this book are largely inherent in its scope. _ Its virtues, 
which are many, are those of the author—lucidity and penetration in 
analysis; clarity and ease of style; scholarly care in the handling of facts; 
and a humane and liberal outlook. These are qualities which make the 
book a worthy member of a famous series. 

E. Vicror MorcaNn 
University College of Swansea. 
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The Structure of Competitive Industry. By E. A. G. Rosinson. Cambridge 
Economic Handbooks Series. (London: Nisbet and Cambridge 
University Press, 1958. Pp. ix + 156. 8s. 6d.) 


“ Ler us suppose that a meteoric shower of a few thousand large stones 
harder than diamonds fell all in one place . . . they would revolutionise 
many branches of industry; and the owners of them would have a differen- 
tial advantage in production, that would afford a large producers’ surplus.” 
In contemplating their marmoreal resistance to time and decay, one is 
tempted to think that it was the Cambridge Economic Handbooks that 
Marshall had in mind when writing this passage. 

Professor Robinson’s handbook certainly gives proof of ‘‘ being so hard 
as not to be affected by wear.” This revised edition is, in all important 
respects, identical with what he first gave us nearly thirty years and 35,000 
copies ago. When he published a revised version in 1953, he wrote, “I 
have not felt any strong desire to re-write it because things which I had 
originally written have been shown to be wrong.” He is still of this mind. 
Essentially, what he has done in this latest revision is to integrate into the 
body of the book the epilogue which he added in 1953, to deal with ideas 
or changes of emphasis which research and the passage of events had sug- 
gested. Very little has been dropped, and the various changes of detail 
are largely in the illustrations and examples. 

The book remains, therefore, what it has always been, flesh for the bare 
bones of competitive equilibrium analysis. In saying this, I do not wish 
to imply that there is no recognition of growth or change. Indeed, there 
is a chapter dealing specifically with the problems of growth. But this 
awareness expresses itself by way of qualification rather than in any modifi- 
cation of the conceptual framework. 

Some will question whether the platonic ideal of the optimum firm is a 
fruitful analytical concept. But, for better or for worse, it remains one of 
the main tools in whose use the apprentice economist is instructed. It has 
been said that you cannot be taught economics, you can only learn by 
watching people do it. Professor Robinson’s book remains a good intro- 
duction to workshop practice. If mastering the book will not entirely 
guarantee an honourable second-class degree, it is true nevertheless that 
the supplicant will neglect it at his peril. 

J. Downie 
London. 


Black Dyke Mills. By E. M. Sicswortu. (Liverpool: Liverpool Univer- 
sity Press, 1958. Pp. xvii + 385. 35s.) 


Tuts book is a study of a large specialised worsted firm, Fosters’ of 
Queensbury, from its foundation as a domestically organised concern in 
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1819, through a period of rapid expansion, through the “ Great .Depres- 
sion,” up to the time when it became a Limited Company in 1891. The 
value of business histories lies in the fact that they both explain the develop- 
ment of the industry and show the variety of the specific individual events 
which make up the general trend. The first and less successful half of this 
book is largely based on the former role; the second half achieves great 
success in the latter. 

The three introductory chapters on the history of the worsted industry 
are highly selective and deal particularly with the concentration of the 
industry in the West Riding and the development of Bradford rather than 
Halifax as the centre of the trade and the technical developments. This 
is not altogether satisfactory; the worsted industry is considered in isola- 
tion (even the woollen industry is scarcely mentioned), and the depth of 
analysis varies very greatly. 

The history of the Black Dyke Mills starts with a chapter based on the 
early account books; these form the basis of discussion of typical develop- 
ment. This is followed by detailed analysis of the expansion of the mills, 
the development of productive capacity and finance. This section is diffi- 
cult to read, and constant reference to other sections is entailed, neverthe- 
less, there is much information and a number of points of importance; the 
most striking is the accumulation of share investments. Between 1865 and 
1867 (when these records end) the share investments constituted over 50% 
of the firm’s assets, which were then £1-4 million. This great firm had 
become an investment trust as well as a worsted manufacturer. 

The last four chapters, largely based upon private letters, are mainly 
concerned with “ the techniques employed in the daily struggle with com- 
petitors.” They give an excellent opportunity to assess the relative import- 
ance of different types of competition in the trade. The relationships 
between long-term strength, commercial acumen, strategy, quality and type 
of product are shown in their constantly changing patterns. The events, 
and the competitive methods which gave rise to them, emerge very clearly 
and give a vivid and fascinating picture of the techniques and customs of 
trade. The unmeasurable qualitative and strategic factors in competition 
are beautifully illustrated, and their great importance is shown clearly and 
forcibly. Information of this type is seldom available, and although 
generalisations about this aspect of competition are seldom illuminating, 
an understanding of the varied forms of competition is crucial. It is thus 
the final section of this history of Black Dyke which is particularly interest- 
ing and valuable. 

LEsLEY Cook 
Newnham College, 
Cambridge. 
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Commonwealth Perspectives. By N. MANSERGH, R. R. Wixson, J. J. SPENGLER, 
J. L. Goprrey, B. U. Ratcurorp and Brintey Tuomas. (Durham, 
North Carolina: Duke University Press for the Duke University 
Commonwealth-Studies Center (London: Cambridge University 


Press), 1958. Pp. viii + 214. 34s.)) 


In the spring of 1957 a Seminar was held at Duke University with 
the object of opening students’ eyes to Commonwealth problems, and to the 
possibilities of research therein. These essays are the revised texts of the 
papers read at the seminar, and they form a very worth-while synposium. 
There runs through the essays a feeling that the facts of Commonwealth 
relations and practices must be set out, as to an audience reared in a highly 
critical tradition; but although the essays are concerned with contemporary 
problems, they are academic in approach and almost entirely free from 
polemic. This virtue is, indeed, almost excessively cultivated, for emphasis 
is throughout on the statement of facts rather than on analysis of meanings 
and implications; and the facts are those of legal instruments, diplomatic 
discussions, abstracts of investment and emigration returns, of welfare 
expenditures and of export trades, rather than the more intimate realities 
of political strategy, personal loyalty, and individual standards of living 
and conduct, which count for so much in Commonwealth relations. 

Such essays must, however, be judged in their appropriateness to the 
audience to which the papers were read, and their attitude of detached and 
impersonal inquiry is admirable for the purpose of revealing some elements 
in the complex Commonwealth situation. In the first two essays Professor 
Mansergh sets the tone when, lucidly and getting his emphasis from under- 
statement, he takes his stand on the Balfour Report and its definition of 
Dominion status, and emphasises the equality between the Dominions, and 
between each of them and the United Kingdom. In his first essay he 
illustrates his point with reference to the Statute of Westminster, the royal 
succession and the abdication crisis, the status of India and Pakistan as 
republics within the Commonwealth, and the decision of Ceylon to continue 
within the Commonwealth. In his second essay he takes the issue into the 
particular realm of foreign policy. More might easily have been made 
here of the peculiar circumstances of the ANZUS pact, in which Australia 
and New Zealand entered into a defence commitment with the United 
States from which the United Kingdom was excluded; and the underlying 
significance of India’s policy of non-alignment in relation to her member- 
ship of the Commonwealth could provoke much discussion. But the great 
bases of the Commonwealth relationship are clearly and attractively set 
out; certainly in their negative aspects, if less certainly in their positive 
binding forces. 

Less attractive was the paper on Commonwealth citizenship, and the 
territory-by-territory treatment which is there adopted is also followed by 
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Professor Spengler in dealing with the implications of demographic dimen- 
sions. This, in effect, is a study of emigration movement within the 
Commonwealth. As an inclusive survey it is succinct and useful, but its 
conclusion—that diminution of British-bred emigrants must weaken the 
bonds of the Commonwealth—is raw and over-simple; perhaps purposely 
over-simple, since the economic, politico-military and constitutional, 
principles involved in finding an alternative to membership of the Common- 
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wealth are complex and difficult. The case-history of the emergence of | 


Ghana and the study of the welfare programme of Australia might have 
provided opportunities for examining some of these factors. But the Ghana 
study maintains the level of a useful, sound narrative, slightly sceptical 
of the pace of development and of the predominance of cocoa in the economy 
of Ghana, but reluctant to analyse motive or to predict development; and 
the Australian study does not get outside of that Dominion to assess the 
relevance of the welfare system there to the rest of the Commonwealth. 
This is, however, a most interesting essay, from which two major con- 
clusions emerge—that a welfare programme such as a white population 
requires (and white politicians demand) almost inevitably works towards 
a steady extension of federal power and a diminution of state-rights; and 
that it has brought Australia to a point at which her economy is less flexible 
than it should be, and absorbs a higher proportion of her national income 
than is compatible with her need for capital development. 

Such conclusions are, however, not closely argued. ‘They are rather 
tossed out as the basis for discussion at the end of the essay, and the main 
emphasis is here, as elsewhere, on the setting out of a factual narrative. 
Only in the last essay, by Professor Brinley Thomas on the Sterling Area, 
does something more analytical and disputatious emerge. Here a brief 
historical account of the pre-war Sterling Bloc and of the post-war Sterling 
Area leads direct to the refutation of the thesis that the Sterling Area is but 
the disguised last outpost of imperialism, to the emergence of Great Britain 
as the world’s greatest debtor nation, the fundamental differences between 
Keynes and Vinson, and the problems of convertibility in the post-war 
period. Even here, although the analysis is economic (and the conclusion 
is that British resources ought to be able to provide some £350 million a year 
to finance purchases by the holders of sterling balances, to repay loans from 
North America, the International Monetary Fund and the European 
Payments Union, and for overseas investment) yet emphasis is on the 
constitutional aspects of the problem. Conflicts of interest between mem- 
bers of the Sterling Area, and between Great Britain and members of the 
** Outer Sterling Area,’’ are therefore emphasised, with the informality of 
the arrangements and the difficulty of forming any diffused policy-making 
body. The crises of convertibility since 1947 admirably illustrate these 
points and lead to the conclusion that, although the members are likely to 
become more independent in disposing of their sterling balances and in 
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control of their currencies, abrupt changes are unlikely and the short-term 
advantages of seceding are by no means clear. 

The volume ends, as the essays run throughout, on a gently-phrased 
fact which challenges but does not enforce speculation—against the deeply- 
rooted non-economic forces which give meaning to the Commonwealth, 
and the economic forces making for community of interest within the 
Sterling Area, must be set the “‘ towering stature and bewildering dynamism 
of the American economy.” Which must have made a very stimulating 
talking-point for a seminar! 

E. E. Ricu 

St. Catharine’s College, 

Cambridge. 


The National Income of Tanganyika, 1952-54. By Avan T. Peacock and 
Douctas M. Dosser. Colonial Research Studies, No. 26. (London: 
H.M. Stationery Office for the Colonial Office, 1958, Pp. 78. 7s. 6d.) 


Tuts is the second national-income study to appear in the Colonial 
Research Series, and like its predecessor, the Prest and Stewart study for 
Nigeria, it is appropriately distinguished by qualities of common sense, 
imagination and scholarship. It is also distinguished by an unusual 
economy in text and table. This brevity is at times disconcerting and at 
time very illuminating. The table called “‘ The Social Accounts of 
Tanganyika, 1954,’ for example, turns out to be one double-entry account 
with six items—imports and gross domestic product in market prices on one 
side and exports, government purchases, gross capital formation and con- 
sumption on the other. The empty boxes of a fourteen-industry input— 
output table, on the other hand, support more effectively than any amount 
of argument the authors’ conclusion that input-output studies deserve a low 
priority in the statistical programme of an economy such as this. 

The authors have shown that it is possible to be concise without indulg- 
ing in the kind of false economy that occasionally characterises official 
national-income publications. They have defined their concepts, described 
their methods of estimate, evaluated their data and interpreted their results. 
Thus, although their gross national product aggregate differs conceptually 
from the Prest and Stewart total, the content of both is sufficiently explicit 
to permit the derivation of matching aggregates. Whatever the perils of 
basing welfare conclusions on such inadequate evidence, those who need an 
index of comparative poverty to inform policy decisions or analysis will 
continue to adapt national-income statistics to their purpose. It is not too 
much to ask that those who produce national-income statistics should give as 
much information as they can on the contents and weaknesses of their 
figures. 

There is, however, an important cleavage of opinion on a matter of 
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principle which makes it difficult to derive conceptually comparable 
estimates for all African territories, however frankly annotated the basic 
estimates. This is the issue of the treatment of non-marketed production, 
At one extreme is the school of thought which holds that it is meaningless to 
impute a market value to activities and commodities not intended for the 
ymarket. Its adherents would ignore subsistence production altogether in 
‘computing national product or, less defensibly, represent it by a token 


figure with no empirical basis at all. At the other extreme are those who | 


choose to evaluate subsistence output at retail market prices, possibly even 
in a processed form (such as grain converted to meal), and so to include a 
value for the distributive and processing services which might be imputed 
toit. Inthe Peacock and Dosser table of gross domestic product the output 
which is largely subsistence (staple crops, livestock, forestry, hunting and 
fishing, brewing and the like) amounts to about half the total at factor 
prices. Widely differing estimates of the total could be reached by valuing 
subsistence output at less than local market prices or by including further 
processing imputations. To ignore subsistence output altogether might be 
to reduce the total by between a third and a half. 

It is no accident then that those who prefer to value subsistence output 








———— 


at retail prices give a markedly more optimistic impression of standards of | 


living in the more backward areas of Africa than those who ignore it or 
insert a low nominal figure. The authors of this report reject as a travesty 


of the truth the conclusion of a United Nations mission that millions of | 


Africans in Tanganyika are existing on a starvation diet. In the light of 
their results the familiar vision of the desperate poverty of Africa, of peoples 
** poor because they are poor ”’ is considerably dimmed. A people which 
can consume 10% of its income in beer, an economy whose gross capital 
formation can amount to between 13 and 14% of gross domestic product, is 
clearly not bumping along at starvation level. 

Puy iis DEANE 


Department of Applied Economics, 
Cambridge. 


Colonial Planning: A Comparative Study. By Barsu Nicutescu. (London: 
Allen & Unwin, 1958. Pp. 188. 18s.) 


** PLANNING,” says Dr. Niculescu, “is mainly an administrative exer- 
cise,” and his book, which is cast in terms of this definition, makes a useful 
review of development expenditure and its organisation in Colonial budgets 
of the last ten years. Most of the material relates to Africa, for the African 
colonies of each European Power heavily outweigh the Colonies outside 
Africa, both in area and in population. 

The book is specially important because it breaks new ground in many 
ways: it attempts to cover the dependencies of all the European Colonial 
Powers; and it brings together the first collection upon this subject even for 
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British territories. Finally, it carries policy statements on Colonial planning 
back to an early date: in Britain to the Colonial Development Act of 1929; 
in France to the debates in the French Parliament of 1921 (though these 
were only translated into legislative policy in the 1930s); and in Belgium to 
the first Congo Development Plan of 1906. Thus it provides a guide to 
planning in each group of dependencies. It brings out the chief differences 
of planning organisation in each, the British and French being perhaps best 
described as decentralised (territorial) and centralised (metropolitan) plan- 
ning respectively, while the Belgian Congo appears to have in it very little 
public planning at all, even in the limited sense in which the word is used 
in this context. 

Unfortunately, the information presented on the different groups of 
territories is not of the same quality nor even quantity in all cases. As one 
might expect, British Colonial policy is particularly well documented, while 
there is next to nothing on the Portuguese or Spanish territories; every 
student of this field knows that it is very difficult to come by hard facts upon 
these latter colonial areas. It is more disappointing, on the other hand, to 
find relatively so little on the French territories and on the Congo. In this 
sense the book hardly bears out the promise of a comparative study. Dr. 
Niculescu does give the aggregate sums contributed by the metropolitan 
country to public expenditure in each group of colonies, but the global 
figures, interesting though they are, do not in themselves bring out the 
essential differences of British, French and Belgian colonial development 
policy without some guidance upon the fiscal and monetary framework 
within which each operates. For Dr. Niculescu assumes somewhat too 
readily that readers understand the differences in economic institutions and 
practices in the different colonial areas. Thus, while all English readers 
would understand, more or less, the framework within which to assess the 
impact of our Colonial development, they might well misunderstand the 
significance of the French and Belgian efforts, without guidance on Colonial 
budgetary and monetary mechanisms operating in these two other areas. 

Even where comparative material exists, it is not always presented. It 
would, for example, have been interesting to have for British territories the 
breakdown of planned expenditure which is given for French colonial plans 
on p. 146. Similarly, the problem of priority allocation, which is admirably 
discussed for British territories, is dismissed somewhat summarily in the 
French case and not mentioned at all in the Congo. The same weakness 
shows in the historical analysis of the development of colonial policy in the 
different areas. 

While the book does not come off fully as a comparative study, it pro- 
vides an interesting and detailed critique of British colonial policy since 
1945. In effect, it traces the growth of the idea of colonial ‘‘ Plans” in 
Britain and gives a most sympathetic interpretation of its aims and purposes. 


It is specially good (within the terms of the initial premise already stated) 
No. 275.—VOL. LXIX. PP 
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in its handling of certain criticisms which have been put forward in recent 
years, such as those arising from the continuing growth of colonial sterling 
balances. It also begins with a good review of basic concepts in the early 
chapters, such as that of underdevelopment, but thereafter it becomes largely 
a survey of administrative machinery and practice, satisfactory enough to 
those who define planning as an administrative exercise but rather less so to 
those who are interested in economic change. 

For Dr. Niculescu gives no economic assessment of any of the plans even 
as between British colonies, though he says (p. 179), “ it should be possible 
to discern some kind of outline, however blurred and shifting, of what plans 
may have succeeded in achieving, of what they have done but may have done 
wrongly, and of what they have omitted to do.”” To have attempted even 
the broadest of such assessments would certainly have greatly increased the 
size of the book and would probably have changed its scope. Some pre- 
liminary assessment, for example, would have been needed of the changed 
economic position of the colonial territories arising from the changed post- 
war terms of trade of all primary producers. Again, a preliminary com- 
parison of British, French and Belgian Africa would have been needed to 
discount for the effects of Marketing Boards where these exist. Each of 
these preliminary investigations could, of course, produce books in them- 
selves, so Dr. Niculescu may have been wise not to attempt any such assess- 
ment, on this occasion at least. 

PETER Apy 
St. Anne’s College, 
Oxford. 


Indonesia’s Economic Stabilization and Development. By B. Hiccins. (New 
York: Institute of Pacific Relations, 1957 (London: Allen & Unwin, 
1959). Pp. xxii + 179. $4.00.) 


Tuis book is an expansion of an Institute of Pacific Relations Conference 
paper (Kyoto 1954), enlarged by new factual material from the Massa- 
chusetts Institute of Technology’s Indonesia Project. It bears the optimistic 
imprint of the work of the Centre for International Studies; and also 
suffers from being written by the Director of a continuing project in Indo- 
nesia, who must therefore criticise with discretion. Although well written 
and easy to read, its overall design shows insufficient co-ordination. 

It falls into three parts, dealing with short-run stabilisation problems, 
long-run development and the political situation. The stabilisation chapter 
describes and analyses the trade regulations and monetary gadgets used 
from 1952 to 1956 to deal with balance-of-payment deficits and inflationary 
pressures after the collapse of the Korean War boom. It would have been 
improved by more information about the technical problems of budgeting 
and Treasury control in Indonesia, which certainly aggravate a difficult 
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situation. The account of the multiple exchange system and the different 
surcharges, advance payments and the like is clear and factual, and the 
interpretation, though sometimes rather too brief, is illuminating. 

The chapter on long-run development mainly describes the develop- 
ment plan. The summary is clear and helpful, but there is not enough 
criticism or interpretation of the allocation of expenditure between objec- 
tives, and too much explanation of the reasons for delay in preparing a 
plan. The author mentions the plan’s neglect of population policy and 
limited treatment of migration problems; but this hardly justifies his own 
very limited attention to demographic problems in this section. He re- 
cognises in principle that the growth and the distribution of population are 
key problems in any long-run view of Indonesia, but gives them no ex- 
tended treatment or analysis. 

British readers (browsing through the conclusions) may underestimate 
Professor Higgins’s political judgment because of his insensitive comments 
on post-war Britain. His judgments of Indonesia seem (to a neighbour, 
not a resident) much better informed. He brings out clearly how ideas 
cut across party labels, but might have given us more information about 
the organisation of the parties and the economic basis of their membership. 
How vulnerable are they to manipulation by economic interests or infiltra- 
tion by Communist agents? A tabular presentation of some of the facts 
about cabinets and parties would also have made a useful appendix. 

Any economist’s first comment on his analysis would surely be that it 
paints an over-optimistic picture. An Englishman in Singapore, with 
numerous Chinese contacts, may have a rather jaundiced view of the 
Indonesian economy, but why try to give the impression that illicit dealings 
in currency, smuggling and corruption are transient and peripheral pheno- 
mena in Indonesia? ‘The climax is reached when the author describes as 
“history minded ” those Indonesian intellectuals who, after ten years of 
independence, can still think of nothing for their country but endless sacri- 
fice to “ complete the revolution.” Must inter-faculty rivalries be pushed 
as far as this? 

Then, when Professor Higgins justifies multiple currency practices as 
instruments of taxation in underdeveloped economies, and even recommends 
a system of taxation through the Central Bureau of Statistics, one would 
expect some attention to be given to the question whether the damage this 
may do to the normal functioning of banks or of the collection of statistics 
offsets the advantage of greater present efficiency in collection. There is 
no real analysis, even in a static sense, of the economic gadgets for stabilisa- 
tion as more or less efficient uses of Indonesia’s very limited resources of 
administrative skill and integrity. But dynamic aspects are also important. 
Will the effectiveness of such resources as there are be still further reduced 
by throwing additional strains on them? 

The discussion of the incremental capital—output ratio, where Professor 
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Higgins takes a more pessimistic view than the Indonesian authorities, will 
tantalise specialists in economic growth. Figures quoted for net invest- 
ment range from Rp. 600 million to Rp. 5,000 million, and the estimates 
of incremental capital output ratio from under 2 for the whole economy 
to 4 for the agricultural sector and 4-5 for the industrial sector. On the 
basis of calculations which give, as he admits, “ rough orders of magnitude 
at best ” he estimates that Indonesia needs to invest at rather more than 
double its present rate of Rp. 5,000 million a year. Discussion follows on 
probable sources for these funds, a discussion adapted to American ears in 
1957. 

Is it not time to vary the approach? Surely Harrod and Domar must 
sometimes draw back in horror from some of the uses to which their apparatus 
is put! The statistics are wholly inadequate for this kind of thing; and it 
is doubtful policy even to use scarce resources of statistical talent to improve 
them in this direction. The trouble seems to have begun with the United 
Nations Report on Measures for the Economic Development of Underdeveloped 
Countries. Here the capital output ratio was used to indicate the order of 
magnitude of the capital sums that would be required to initiate a reason- 
able rate of growth in the underdeveloped countries. This report certainly 
helped to develop a climate of opinion favourable to economic aid, for 
which we may be grateful. It was followed up, however, by an attempt 
(ex post rather than ex ante) to dress up the first Indian Five Year Plan in 
terms of income growth and capital formation; and this seems to have set 
a fashion for vague estimates of the need for external aid to achieve defined 
rates of growth in income or income per head—such aid to be provided 
with a minimum of control over its use. Aid, of course, is not usually 
obtainable on these terms. But any encouragement to Asian planners to 
think that it should be merely heightens the suspicion in the United States 
and elsewhere of international funds for economic development and 
strengthens the present trend towards re-emphasising commercial invest- 
ment. 

In Asia, economic development is handicapped by a market structure 
riddled with monopolistic practices and rigidities, and a situation where 
even an efficient market would give wrong solutions to many problems of 
training and rural unemployment; a universal belief in economic planning, 
and great cultural difficulties in producing an efficient and impartial civil 
service; well-grounded suspicions of the political and monopolistic aspira- 
tions of foreign capital, and hostility to local capital markets by all those 
in a position to establish them; great shortage of practical scientific know- 
ledge and simultaneous natural opposition to the social and cultural effects 
of education mainly conducted in foreign languages. Nowhere, perhaps, 
are these difficulties more crushing than in Indonesia. But Professor 
Higgins, like so many other foreign economic advisers who know these 
countries, has good reasons for failing to emphasise them. 
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Economists need the help of other social scientists (and of skilful inter- 
national politicians) in offering solutions to these problems. But shortage 
of skills have economic implications also. On p. 83 Professor Higgins 
states that “‘ it is not necessary to choose between increased production of 
foodstuffs and industrialisation, or between smallholders’ agriculture and 
plantation agriculture, or between small industry and heavy industry in 
preparing a plan to raise overall productivity. The diversity of Indonesian 
resources permits an attack on all fronts at once.” But even if the capital 
were available, there are scarce resources of skill and training ability that 
make it urgent to choose, and choose economically. 

These criticisms are meant to suggest that we may expect (and shall 
doubtless soon receive) something better from Professor Higgins about 
Indonesia. But his deep knowledge of the country makes this book essen- 
tial reading for any specialist on Indonesia. To the general student of 
Asian economics it will probably be intramarginal, but mainly because the 
field is not intensively cultivated. Students of economic development or 
stabilisation may find it disappointing. 

T. H. Smtcock 

University of Malaya in Singapore, 

Singapore. 














NOTES AND MEMORANDA 


KEYNESIAN ECONOMICS REHABILITATED: A REJOINDER 
TO PROFESSOR HICKS 


Proressor Hicks’ recent “ unorthodox ” review ! of my Money, Interest 
and Prices * is actually confined to the two chapters (XIII and XIV) of this 
book which present an interpretation of the Keynesian theory of employment 
and contrast it with the corresponding classical theory. Professor Hicks’ 
article is essentially an extended criticism of this interpretation. The pur- 
pose of the present note is to show, however, that this criticism stems from 
a failure to understand the main proposition on which my interpretation is 
based. 

Ironically enough, the point at which Professor Hicks goes astray is in 
the proper extension of his own well-known JS—LL diagram of the Keynesian 
system to a set of assumptions slightly more general than that considered by 
him in his original celebrated article. This diagram is presented in Fig. 1— 
with the difference that Y represents real, and not money, income. (Since we 
shall assume throughout the following analysis that wages and prices move 
proportionately, it makes no difference whether we measure real quantities 
in terms of price units or wage units.) JS represents all combinations of 
interest (r) and real national income (1) for which savings equals investment. 
LL represents all combinations of r and Y—as of a given price level and 
quantity of money—for which the demand for money is equal to its supply. 
The equilibrium position of our economy is given by the intersection of 
these curves at P. If prices and wages are absolutely rigid—and if 1, 
represents the full-employment level of income—the economy will remain 
permanently at the level of ‘‘ unemployment equilibrium ” 75. 

Let us now drop the assumption of absolute price rigidity and assume 
instead that the pressure of unemployment at Y, causes wages and prices 
to fall simultaneously. This causes an increase in the real value of the 
public’s money holdings. Let us first assume—in accordance with the 
usual Keynesian approach—that this increase affects the system only 
through its prior effect on the excess demand for money and thereby on the 
interest rate. Then the fall in the price level has no effect on the JS curve 


1 ‘A Rehabilitation of ‘ Classical’ Economics?,”” Economic JourRNAL, Vol. LXVII (1957), 
278-89; henceforth referred to as “‘ Hicks (1957).”” The adjective just quoted is from p. 278. 

2 Evanston, Illinois, 1956; henceforth referred to as “* Money.” 

3 “ Mr. Keynes and the ‘ Classics,’ ”’ Econometrica, Vol. V (1937), as reprinted in Readings in 
Income Distribution (ed. W. Feliner and B. F. Haley, Philadelphia, Pa., 1946), pp. 461-76; hence- 
forth referred to as “* Hicks (1937).” 

I have explained elsewhere (Money, p. 229, footnote 21) why the LL curve should not be drawn 
with a left-hand horizontal segment. Nevertheless, it is drawn here as Hicks draws it in order not 
to complicate the present discussion with other issues. 
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in Fig. 1. On the other hand, it causes a downwards and rightwards shift 
in the LL curve. In Keynesian terminology, at any given level of real 
income, the real transactions demand is fixed; hence the public will agree 
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to hold the increased real quantity of money only at a rate of interest suffi- 
ciently low to increase the speculative demand appropriately. 

In Fig. 1 this process is assumed to bring the economy to its full-employ- 
ment level: LZ shifts rightwards to LL, so that it intersects JS at Yj. In 
economic terms the decline in the price level continues until interest has 
fallen sufficiently’ (from r, to r,) to stimulate investment and discourage 
savings to such an extent that they are equal at the full-employment in- 


come 1. 
1 Cf. Keynes, General Theory, pp. 232, 266-7 and 298. 
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In Fig. 2, on the other hand, we have the oft-cited case of the “ liquidity 
trap.” (For the moment, the dashed J,5, curve here should be ignored.) 
Even when the rate of interest has fallen to its minimum level, ro, the level 
of demand in the commodity market (as represented by JS) is not high enough 
to generate fullemployment. Instead, unemployment to an extent measured 
by Y,-Y, remains in the system. It follows that in these circumstances no 
automatic force exists to extract the system from its state of unemployment. 

. 5o far we have remained more or less within the analytical framework 
of Hicks’ 1937 article and its later elaboration at the hands of Modigliani.! 
But let us now depart from this framework and assume that an increase in 
the real quantity of money in the system has a direct effect on the level of 
demand for commodities—in addition to the indirect effect through the 
interest rate already noted above. In other words, let us investigate the 
implications for Keynesian economics of the “ Pigou effect ’—or, to use 
terminology which I now find preferable, of the “ real-balance effect in the 
commodity market.” * Then, in addition to the rightward shift it causes 
in the LL curve, the decrease in the price level generated by the unemploy- 
ment which exists at the point Y; will also cause a rightward shift in the 
IS curve: for the greater real quantity of money will increase the demand for 
consumption goods—which means that it will decrease the level of savings 
out of any given level of income, and thus require a higher rate of interest 
in order to bring it (savings) into equality with investment at that income 
level. Hence even in the “‘ liquidity trap ” case of Fig. 2 there is no reason 
for the system to remain stuck at the income level Y;. Instead, the con- 
tinued fall in the price and wage levels can—in principle—shift the ZS curve 
rightwards to J,S, in Fig. 2, so that it intersects the LZ curve at the full- 
employment level 7. 

This is the argument presented in detail in Chapters XIII-XIV of my 
book. Unfortunately, Professor Hicks misses its main point. For in his 
present article—just as in that of 1937—an increase in the real quantity of 
money is assumed to affect the workings of the economy only through its 
effect in shifting the LZ curve rightwards; there is no recognition of its effect 
on the JS curve. Needless to say, this omission precludes Professor Hicks 
from correctly evaluating the argument he is attempting to review. Corre- 
spondingly, it leads him to the erroneous conclusion that the validity of 
the automatic full-employment mechanism depends on the shape of the LL 


1 F. Modigliani, “‘ Liquidity Preference and the Theory of Interest and Money,” Econometrica, 
Vol. XII (1944), pp. 45-88. 

2 Money, p. 21, footnote 11. Ina recent article, E. J. Mishan has claimed that these two effects 
are different (‘A Fallacy in the Interpretation of the Cash Balance Effect,” Economica, Vol. XXV 
(1958)). It seems to me, however, that Mishan’s argument is based on misunderstanding of the 
nature of the demand function. An attempt to derive such a function from microeconomic 
analysis (something Mishan does not do) would rapidly make clear that there is only one effect. 

% Hicks (1957), p. 281, especially footnote 1, where Hicks identifies the real-balance effect of 
my analysis with the shift in the LL curve! 
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curve—and that if this curve is horizontal in its left-hand segment, then the 
return to full employment cannot be assured.' As has been explained 
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again above—and as should have been clear from Chapters XIII-XIV of 
the book that was under review—this just is not so.” 


1 Hicks (1957), pp. 287-8. 

* Indeed—though this is unfortunately overlooked by Professor Hicks in his review article 
(pp. 279-80)—my original argument in these chapters makes use of his JS-LL diagram—properly 
modified. This is explicitly pointed out in Money, pp. 227 and 229 (notes 19 and 21, respectively). 

* It should be emphasised that Hicks’ position cannot be salvaged by assuming that the JS 
curve represents the “‘ savings = investment ” condition with the real-balance effect solved out by 
substitution from the liquidity-preference equation. For the JS curve corresponding to such a 
“solved-out ” equation would not have the uniformly negative slope that is such a crucial element 
of Professor Hicks’ argument. In particular, it can be shown that such an JS curve becomes hori- 
zontal at the minimum rate of interest. This is consistent—as it must be—with the shift of 
the IS curve to I,S, in Fig. 2. 
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We now come to a related question: If the real-balance effect can— 
in principle—restore the economy to a full-employment position, what 
happens to the Keynesian Revolution? The answer—as I see it—is that 
the Revolution goes on—though on a somewhat different plane. In 
particular, the interest of Keynesian economics shifts from ‘‘ unemployment 
equilibrium ” (which is the concern of the Hicks 1937 article) to unemploy- 
ment disequilibrium. And the main message of Keynesian economics be- 
comes that the automatic adjustment process of the market (even with the 
real-balance effect—and even when supplemented by monetary policy) is 
too unreliable to serve as a practical basis of a full-employment policy. In 
other words, though the real-balance effect must be taken account of in our 
theoretical analysis, it is too weak—and, in some cases (due to adverse ex- 
pectations) too perverse—to fulfil a significant role in our policy considerations, 

In a way, this shift of interest actually strengthens the Revolution: for 
it makes it independent of such special assumptions as absolute wage 
rigidities and the existence of a “‘ liquidity trap.” Both these assumptions 
aggravate Keynesian unemployment; but they are not necessary for the 
validity of Keynes’ argument as conceived here. Thus the foregoing 
interpretation really attributes much more general validity to Keynesian 
economics than that attributed by the Hicks—~Modigliani interpretation. 

There is a further point that should be mentioned with reference to the 
“liquidity trap.” This has frequently been presented as an economic 
phenomenon: as due to the shape of the demand curve for money. Actually, 
though, it is a political phenomenon. Monetary authorities cannot drive 
the rate of interest below the “‘ minimum ” rate corresponding to the “‘ trap ” 
because to do so would mean that they would become “the sole debt- 
holder—and, by that very fact, the sole lender—in the economy”: an 
outcome completely at variance with the political motivation of monetary 
policy in a free economy.? 

As indicated, the three preceding paragraphs summarise views elaborated 
in the book that was under review by Professor Hicks. I repeat them here 
because I gather from Professor Hicks’ article that he would now be ready 
to subscribe to them.? Unfortunately, however, he states this agreement 


1 This and the preceding paragraph summarise very briefly the discussions in Money, pp. 233-40. 
The main points of this discussion were already presented some years ago in my “ Price Flexibility 
and Full Employment,” American Economic Review, Vol. XXXVIII (1948), pp. 562-4. 

2 Money, pp. 248-9. Keynes, of course, did not believe that the limitation of the “ liquidity 
trap ” had ever actually been confronted (General Theory, p. 207). In this context it might be noted 
that even during the British ‘“‘ cheap-money ” episode of 1931-39 the monetary authorities never 
acquired more than 15% of outstanding government securities (see E. Nevin, The Mechanism of 
Cheap Money (Cardiff, 1955), p. 180). A similar statement holds for the Federal Reserve authorities 
in the United States (see Banking and Moxetary Statistics (Washington, D.C.: Board of Governors of 
the Federal Reserve System, 1943), p. 512, Table 149). In view of this fact—and the general 
deflationary situation existing in the thirties—it is difficult to believe that the monetary authorities 
then could not have driven interest down even further by increasing their holdings of government 
securities. Cf. also Nevin, op. cit., pp. 73-4, 96-8, and F. W. Paish, “‘ Cheap Money Policy,” 
Economica, Vol. XIV (1947), pp. 167-8. 3 Hicks (1957), pp. 288-9. 
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= in such a way as to create the impression that he is actually in disagreement! } 
lat This is a pity. For these issues have now been argued for so long that it 
rat would be a great help to all concerned (as well as a great saving of time and 


In paper) if it were to be realised that in actual fact substantial agreement has 
nt beenidphched upon them.? 





‘i 1 As a case in point, the reader might find it instructive to compare the following two passages 

J€- —the first of which has just been referred to in the preceding paragraph: 

he “|. . if the government is willing to pursue a sufficiently vigorous open-market policy—one 
is | that encompasses private as well as government bonds—there is no reason why it should not be 

In able to drive interest down as low as it wants. But things are not quite so simple. By driving 


} interest down below the “ minimum ” rate, the government also drives all private individuals 


yur out of the bond market. In brief, it succeeds in pushing interest down below the level at 
°X- which “ almost everyone prefers cash to holding a debt” only by itself becoming the sole 
ns. | debt-holder—and, by that very fact, the sole lender—in the economy. It thus negates the 
~~ whole meaning of a policy designed to enable government to influence the overall level of 
activity in the economy with a minimum of direct intervention. Thus there is a limitation 
ge on the ability of monetary policy to reduce interest. But it is a limitation which originates 
ns in political, and not economic, factors. Furthermore, it is highly unlikely that this limitation 
he has ever yet endangered the efficacy of monetary policy ” (Money, pp. 248-9). 
: ** When it comes to this crucial point [i.e., the driving of interest below its ‘minimum’ 
ng | level] it is a pity that Patinkin does not argue his case more fully; in particular, it is a pity 
an | that he does not test it by seeing how it looks when applied to less schematic models, which get 
a little closer to reality. Ifhe had done so, I believe he would have seen that his ‘ equilibrium ’ 
required not only that the monetary authority should buy up all the ‘bonds’ which were 
he being used as money substitutes, but that it should go to the point of superseding all the financial 
ric | intermediaries—banks and other financial institutions—transactions between which regulate 
ly i the whole system of interest rates which exist in reality. . .. The most that Patinkin can 
’ claim to have established is that the rate of interest might be forced still lower if that financial 
ve system were abolished, and the supply of funds to business were made directly by government. 
‘os Whether or not that is the case—how far such a system is itself reconcilable with Patinkin’s 
it other assumptions—does not, in my view, affect the main issue. The effective answer to 
| Patinkin is that in the applications we want to make we do not normally desire to proceed to 
an | such extremes” (Hicks (1957), p. 288). 
ry 2 Some other minor errors and misunderstandings in Professor Hicks’ article may be briefly 
indicated here. (1) His implications to the contrary notwithstanding, the dichotomy he refers to 
4 } on pp. 283 and 284 (between the rate of interest and money national income?) has nothing at all 
C to do with the invalid dichotomy between relative and absolute prices (in a full-employment model 
re without a rate of interest!) described in my book (pp. 107-8). (2) Hicks’ assertion that the temporary 
dy lowering of the rate of interest (after a monetary expansion) was considered by classical economists 
mo to be the result of “ forced savings” (p. 283) completely ignores the detailed references to the 
literature (assembled in Chapter XV: 1 and Note J of my book), which show that this temporary 
40. lowering is the direct implication of the loanable-funds theory with which classical economists 
ity worked—and has nothing at all to do with “ forced savings.” (3) Furthermore, Hicks also ignores 
the citations reproduced in Note J, which show that such economists as Mill, Nicholson, Wicksell 
ity and Pigou were quite ready to concede that “ forced savings ” could have a permanent effect on the 
ted interest rate, and not only a temporary one. (4) Finally, Hicks implies that the transactions 
ver demand is independent of the rate of interest—and that the validity of the quantity theory depends 
of on the demand for money being independent of the rate of interest (pp. 284 and 287 (line 11)). 
- Both of these statements are incorrect (Money, pp. 78, 86-95 and 172-6). 
“ Don PATINKIN 
ies The Eliezer Kaplan School of Economics and Social Sciences, 
a The Hebrew University, 
7 Jerusalem. 
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MR. LANCASTER ON WELFARE AND CHOICE 


Mr. K. LancasTER has given ! an interesting account of how one could 
‘consider welfare in terms of expanded choice and prove the various 
welfare propositions in terms which do not involve any indifference or utility 
apparatus at all.” I would like to draw attention to a difficulty that arises 
in doing so. 

Mr. Lancaster bases his exposition on the following definition: “‘An 
individual’s welfare has unambiguously increased from situation I to situa- 
tion II if his choice has expanded as a result of the change, that is, if, in 
situation II he can have 


** (a) what he chose in situation I, and 
** (6) at least one choice not available to him in situation I.” 


Now consider any two situations each of which permits some choices 
not available in the other (the situations shown in Mr. Lancaster’s Fig. 1 
would do) and suppose that an individual makes the same choice (possibly 
Sin Mr. Lancaster’s Fig. 1) in each situation. It follows that moving from 
I to II increases his welfare, and so does moving from II toI. Many strange 
consequences follow from this. For instance, this lucky individual can have 
his welfare continually increased (by continually changing from I to II and 
back again) without ever changing his consumption at all! 

It all depends, of course, on his making the same choice in both situations, 
and he will do this only if he has an indifference curve with a kink (dis- 
continuity of the first derivative) at the appropriate point. One could avoid 
this by demanding that he actually make a different choice before one judged 
his welfare to have increased; but this would be of no use in general welfare 
propositions, one would have to wait and see what he did before deciding 
whether he was better off. Alternatively, one could assume that his 
indifference curves were free of kinks; but that... 

M. J. FARRELL 
Gonville and Caius College. 
Cambridge. 





MR. LANCASTER ON WELFARE AND CHOICE 


Mr. LANCASTER’s recent article * has shown that it is possible to give an 
account of some important propositions in welfare economics without using 
“indifference curves and preference orderings.” It is not clear in his 


1 “Welfare Propositions in Terms of Consistency and Expanded Choice, ‘‘ Economic JOURNAL, 
September 1958. 

* Kelvin Lancaster, “‘ Welfare Propositions in Terms of Consistency and Expanded Choice,” 
Economic JournaAL, Vol. LX VIII, September 1958, pp. 464-70. 
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discussion whether he regards this as an improvement merely in elegance of 
exposition (about which opinions may legitimately differ), or whether he 
regards it as a reduction in the number of prior axioms required, which 
would be a gain in logical elegance. But it is difficult to escape the feeling 
that Mr. Lancaster believes that he has accomplished the latter. I shall 
argue that such a belief would not be entirely justified; there is an ordering, 
and there are equivalence curves, still lying about the place. 

Mr. Lancaster’s proof uses only the Samuelson consistency axiom of 
revealed preference (RP) to show that, in the two-commodity, two-person 
world, perfect competition results in the achievement of the optimum con- 
ditions for exchange, which is a classical result of welfare economics. Now 
I have recently shown ! that: (i) the extended axiom of RP (which postu- 
lates consistency of choice for any finite chain of situations); plus (ii) the 
budget identity; plus (iii) an assumption that all individual demand 
functions are continuous in prices and income, imply that the consumer 
does in fact order all points of the commodity space by the extended RP 
relation, and that this ordering is continuous.” In other words, there does 
exist a (revealed) preference ordering, and this ordering may be represented 
by a continuous function, unique up to the usual monotonic transformation. 
The contours of this function—the “‘ equivalence curves ”—will possess all 
the usual properties of indifference curves. Any two points a and 6 ona 
given curve are such that a is not (extended) RP to b, nor b (extended) RP 
to a. 

So if we can show that Mr. Lancaster has in fact made the three assump- 
tions above, we will have shown that there does exist an ordering, which 
is in some sense a preference ordering. To take the first assumption, we 
have said that Mr. Lancaster assumes Samuelson’s consistency axiom. 
Hugh Rose has recently shown that, in the two-commodity case, the Samuel- 
son and the extended consistency axioms become identical.* So the first 
axiom has been assumed. Secondly, it is clear in Mr. Lancaster’s exposi- 
tion that he requires that choices only be made from points on the budget 
lines of the consumers, which is the second assumption. 

The third assumption is not quite so easy to spot. If it is not satisfied, 
it means that for at least some rotation of some budget line, the chosen 
batch remains unchanged. Let us assume that one of the two consumers, 
say A, has continuous demand functions while the other, B, does not. 
Then it is not difficult to show that free exchange may not lead to a Pareto 


1 In a paper called ‘‘ Complete Ordering and Revealed Preference,” to appear in the Review 
of Economic Studies. This follows up Houthakker’s pioneer article in Economica, 1950. For defini- 
tions of the extended RP relation and axion, the reader is referred to my note in Economica, May 
1959, 

} * I assume, as Mr. Lancaster implicitly does, that each batch will be chosen in some price- 
income situation. 

* Hugh Rose, ‘‘ Consistency of Preference; The Two-Commodity Case,” Review of Economic 
Studies, Vol. XXV, February 1958, pp. 124-5. 
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position. Consumer B can be “ indifferent” between two price-ratios (in 
the sense of both leading him to the same chosen batch) while A cannot, 
There will be no inducement leading B to choose one such price-ratio 
rather than another; he may simply stick, out of pure cussedness, at a 
price-ratio which is optimal for him. but not for A. This not to deny that 
the usual Pareto position will exist, a proposition which is not in doubt. 
The point is that free exchange under perfect competition may not lead to 
the welfare optimum in the discontinuous case. It appears necessary, then, 
to assume that the demand functions are continuous. 

Hence all three assumptions are fulfilled, and a continuous RP ordering 
exists. What if there are more than two commodities? (The case of 
more than two consumers is obviously straightforward if there are only 
two commodities.) Mr. Lancaster leaves it “‘ to the intuition to perceive 
that this [proof] can be generalised for any number of individuals and 
commodities by a progression of two by two comparisons.” Maybe; but 
intuitions are notoriously tricky. My intuition, for what it is worth, tells 
me that there may be troublesome problems of inconsistency of choice in 
the general case if the extended axiom is not used; and this would imply 
that an RP ordering exists. But this conjecture may well be wrong. If 
Mr. Lancaster will provide a proof for the general case, we will soon 
know. 

PETER NEWMAN 
University College of the West Indies, 
Jamaica, W.I. 





SPECULATION, ARBITRAGE AND STERLING: A COMMENT 


THE principal thesis of J. Spraos’s article on “‘ Speculation, Arbitrage and 
Sterling’ in the March 1959 issue of this JouRNAL, namely that rational 
speculation against sterling must be held innocent of adverse effects on the 
reserves, seems to rest on an unusual view of rationality. Spraos correctly 
argues that if there are two means to the same end, the cheaper of the two 
will be chosen. Jf (and here his argument seems to slip) the ‘‘ end” is a 
profit, or the avoidance of a loss, upon an expected devaluation of sterling, 
and the “‘ means” are either a spot conversion of sterling into dollars or a 
forward sale of sterling for dollars, and if the monetary authorities see to it 
that the latter of the two means is less costly, then rational speculators will 
not convert sterling into dollars, but will sell it forward instead. 

However, this does not follow from speculators being rational. For by 
choosing the cheaper of two speculative positions, a speculator can maximise 
his expected rate of profit per unit (pound) of the position. But if he is 
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rational in the usual sense his maximand will be not the rate of profit, but total 
profit. These are not, except possibly by coincidence, the same “ ends.” 
It is easy to show that, with given marginal cost and (expected) marginal 
revenue schedules, total profit is not normally maximised where the rate of 
profit per unit of output is highest; the size of the speculative position is 
analogous to total output. 

In the specific case at issue, if the forward discount on sterling is kept 
narrower than the London—New York interest differential a speculator will 
expect to profit more per £1 of an open forward position than per £1 of an 
open spot position. Nevertheless, he will expect to profit more altogether if 
he opens both positions. This could fail to be true only if the size of the 
open forward position which the market allowed him to adopt were un- 
limited. But it cannot be unlimited if the market wants at least some 
assurance (formal or informal collateral) that a forward contract will in 
fact be honoured. A very bearish holder of external account sterling (or 
a ‘“‘ trader,” or any non-resident with access to sterling borrowing facilities) 
might therefore well both move funds from London to New York and sell as 
much sterling forward as he could. Provided the cost of the dearer method 
still fell short of the expected profit from devaluation, this would be his 
optimum procedure whichever of the two methods was dearer.? 

This is not to say that judicious entry by the authorities into the forward 
market cannot regulate the reserves. It can do so within perhaps quite 
wide limits, not by diverting all speculation to the forward market, but by 
offsetting what spot speculation remains, plus what current-account balance- 
of-payments swings it is deemed appropriate to offset, through variations 
in the cost of cover against the exchange risks of short-period lending and 
borrowing.” 

It also follows from the above argument that even under “ one-way ”’ 
exchange risk there is no logical contradiction between cheaper money in 
Britain than in America, on the one hand, and a covered arbitrage margin 


1 By analogy: if someone wishes to speculate on a fall of bond prices, he may sell bonds spot, 
or forward, or both. Suppose he can make credit arrangements enabling him to sell forward an 
amount up to n times his own net worth. He has the further choice of holding his net worth either 
in bonds or in cash. Spraos would require him to keep it in bonds, because holding cash involves 
forgone interest. Should, however, the speculator be deterred by the marginal opportunity cost 
(forgone yield) of holding cash? If he expects bonds to depreciate by more than the forgone yield, 
he will presumably sell bonds spot as well as forward, and hold cash. Thus he can reap a specu- 
lative profit on n times instead of merely n — 1 times his net worth, obtaining it at a marginal 
cost which, though rising, still falls short of the marginal profit. Substitute “sterling” for 
“bonds,” “dollars” for cash and “ arbitrage margin in favour of sterling” for ‘ marginal 
opportunity cost,” and we have the case treated by Spraos. Clearly, the claim that manage- 
ment of the forward exchange rate can stop all spot speculation against sterling is unfounded 
if speculators are rational, and a fortiori if they are not. 

* By varying this cost (the discount on forward sterling) and keeping’interest rates constant, 
the same mechanism could be worked which, in the classical gold standard world of complete 
faith in exchange stability, required actual variations in domestic interest rates before it could, in 
Goschen’s picturesque phrase, ‘‘ draw gold from the Moon.” 
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in favour of London, on the other: for forward sterling can be lifted to a 
premium without the cost of doing so necessarily becoming “‘ prohibitive.” } 


Nuffield College, Oxford A. E. Jasay 





MARGINAL EFFICIENCY OF CAPITAL: COMMENT 


In the September 1958 issue of the Economic JouRNAL Messrs. J. D. 
Pitchford and A. J. Hagger have a “‘ Note on the Marginal Efficiency of 
Capital” devoted to the point that the usually accepted measure of that 
concept may not have a unique value. They show that there may not be 
a unique solution for r in the following expression, where the Q, represent 
the annual terms in a net return sequence, S$ is the cost of an asset and r 
is identified with the marginal efficiency of capital: 

an Qi Qe Q, 
S=rertasemt +s tata 

Actually, this point has been recognised and extensively discussed for 
some years in the United States, though primarily in journals which were 
probably inaccessible to Messrs. Pitchford and Hagger in Australia. The 
discussion began with the well-known article by J. H. Lorie and L. J. Savage, 
** Three Problems in Rationing Capital,’”’ Journal of Business (University of 
Chicago), Vol. XXVIII (October 1955), especially pp. 236-8, which are 
devoted precisely to showing the possibility of and discussing the significance 
of dual solutions for r in the expression above. Even in that article, the 
point in question was a rediscovery rather than a new contribution, since 
the same phenomenon had been remarked (though its implications were 
not emphasised) by Samuelson in “‘ Some Aspects of the Pure Theory of 
Capital,” Quarterly Journal of Economics, Vol. LI (1936-37), at p. 475. A 
rather complete discussion of this and related difficulties of the concept of 
“‘ marginal efficiency of capital’ (or “ internal rate of return”) as an in- 
vestment decision criterion will be found in my paper, “ On the Theory of 
Optimal Investment Decision,” Journal of Political Economy, Vol. LXIV 
(August 1958). Perhaps the final word will be the article by Martin J. Bailey, 


1 Both Spraos (op. cit.) and Bent Hansen (“ Interest Policy and Foreign Exchange Policy,” 
Skandinaviska Banken Quarterly Review, October 1958, p. 119) regard the contrary as almost axiomatic. 

It is important to stress that the contrary view is due to an analytical oversight. Since 
collateral requirements, whether formal or informal, can limit the volume of forward sales of a 
currency, they can also limit the cost of buying it at a premium. Under “‘ one-way uncertainty,” 
the sole buyers would ex hypothesi be the United Kingdom authorities. As monopsonists, they 
could largely control the cost both by varying the collateral margin (if need by calling for 100%) 
and by demanding one type of collateral rather than another. E£.g., by insisting on sterling rather 
than dollar collateral, they could severely restrict, if not eliminate altogether, forward sales by 
non-residents who are staying out of sterling. Thus the privilege of selling forward sterling at a 
premium would be confined to inward arbitrageurs and others who could draw dollars from the 
reserves but refrain from doing so and in this way oblige by causing the reserves to be higher than 
they otherwise would be. This suggests that cheap money in this country is not only logically 
consistent with the maintenance of an inducement to hold convertible funds in London rather 
than elsewhere, but that in practice the cost to the current balance of payments of maintaining 
the inducement via a forward premium need not be much higher than via higher interest rates. 
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“Formal Criteria for Investment Decisions,” forthcoming in the Journal 
of Political Economy. 

The difficulty about dual (or, more generally, multiple) solutions for 
rin the equation above is no mere curiosity but rather the symptom of an 
underlying defect in the concept: investment alternatives cannot in general 
be evaluated (z.e., adopted or rejected) or even simply ranked by a measure 
derived solely from their constituent cash-flows (the “ internal” rate), but 
only in comparison with the market or the productive alternative oppor- 
tunities available. Such a comparison is automatically made when in- 
vestments are evaluated by present-worth computations performed with the 
appropriate discount rate derived from these alternative opportunities. 
Simple ranking of investments according to their “‘ internal rates ” will not, 
in general, lead to correct results, nor will evaluation of an investment by 
comparison of its “internal rate’ with the rate of interest over project 
life. The “ internal rate” concept can be used correctly, but only after 
a more sophisticated redefinition, as provided especially in Bailey’s forth- 


coming work. 
Jack HirsHLeIFrER 


University of Chicago. 





CAPITAL EXPORTS AND GROWTH FOR ARGENTINA: 
A COMMENT 


1. In his recent note on “ Capital Exports and Growth for Argentina, 
1880-1914,” 1 Mr. A. G. Ford sets himself the task of assessing the effects 
of foreign loans on the Argentine economy during that period, with special 
reference to the question of how far the Argentine experience involved 
“excess borrowing.” 

The purpose of this note is to supplement Mr. Ford’s stimulating analysis 
in two ways: First, I make use of Professor J. H. Williams’ estimates of the 
Argentine balance of payments, to present a measure of the amount of 
excess borrowing in Argentina during the formative period of 1880-1900. 
It appears that excess borrowing was rather large throughout this period. 
A second object of the note is to suggest that it is both useful and necessary 
on analytical grounds to distinguish explicitly between “‘ excess borrowing ” ® 
and “unnecessary borrowing,” 2 and also between net capital imports, 

? Cf. Economic JourNaL, September 1958, pp. 589-93. 

a It may be recalled here that, in an earlier article in this JouRNAL, I defined “‘ excess borrowing ” 
as “ imports of capital which arise otherwise than in connection with a need to finance such supplies 
of goods and services from abroad as are, in a given state of tastes, techniques and available re- 
sources, and of a given amount and composition of output and growth, both indispensable and 
unrequitable ” (cf. Economic JouRNAL, September 1957, p. 432), Thus, excess borrowing occurs 
when the rate of long-term borrowing or of asset-liquidation exceeds the difference between the 
actual rate of investment and either actual or potential domestic saving in the borrowing country, 
domestic thriftiness being given. Excess borrowing must be distinguished from ‘“‘ unnecessary 

‘owing,’’ since the “‘ rules of the game,” or other factors in the situation, may make excess borrow- 


ing unavoidable (cf. op. cit., pp. 436-7). 
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necessary borrowing and borrowing as a cause of growth, when considering 
the implications of the kind of material presented by Mr. Ford. 

2. It is possible to document Mr. Ford’s statements concerning the way 
in which “ the habit of borrowing abroad ” gave rise to excess borrowing in 
Argentina by means of the following table, which can be pieced together 
from Professor J. H. Williams’ Argentine International Trade under Inconvertible 
Paper Money: 


Estimated Balance of Payments of Argentina, 1881-1900 
(All figures in million gold pesos) 











(1) (2) (3) (4) (5) (6) (7) (8) 
Net rons 
Interest go . 
Balance Sum of New term 
Year. rr b) “ rata of and exports | columns | borrow- capital 
.0.b). -1.f.) amorti- | (+) or “4 ; 
trade. sation. | imports (3)-(5). ing. movement 
(—) (export-, 
‘ import-+), 
1881 57-9 55-7 + 2-2 —12-0 —— — 108 | + 141 | — 33 
1882 60-4 61-2 — 09 —15-7 _- — 166 | + 25:3 | — 87 
1883 60-2 80-4 —20-2 —19-5 -— — 39-7 | + 47-4 | — 7-7 
1884 68-0 94-1 —26-0 —276 — 04 | — 540 | + 39:7 | + 143 
1885 83-9 92-2 — 83 —22-6 + 21 — 28- + 38:7 | — 99 
1886 69-8 95-4 —25-6 —26:8 —12-4 | — 648 | + 676 | — 28 
1887 84-4 117-4 —32-9 —37-3 + 0-1 — 70-1 | +1535 | — 83-4 
1888 100-1 128-4 —28-3 —49-5 — 36-1 —113-9 | +247-8 | —133-9 
1889 90-1 164-6 —74-4 —59-8 +16-7 | —1175 | +1536 | — 36-1 
1890 100-8 142-2 —41-4 —60-2 — 19 | —103-5 | + 45-4 | + 581 
1891 103-2 67-2 +36-0 —31-6 —76 |}— 32/)+ 82] — 50 
1892 113-4 91-5 +21-9 —ft — 45 —t —t — 415f 
1893 94-1 96-2 — 2-1 —ft — 39 —ft —ft + 26-2 t 
1894 101-7 92-8 + 8-9 —f | —29 —t —t | + 246f 
1895 120:1 95-1 +25-0 —38-1 — 45 | — 176 | + 17-2 | + 0-4 
1896 116-8 112-2 + 46 —39-9 — 39 | — 39-2 | + 37-1 | + 2:1 
1897 101-2 98-3 + 2:9 —44-0 +43 | — 368 | + 383 | — 155 
1898 133-8 107-4 +26-4 —50-5 — 5-7 | — 298 | + 46-1 | — 163 
1899 184-9 116-9 +68-1 —54-7 — 17 | + 11-7 | + 25:0 | — 367 
1900 154-6 113-5 +41-1 —58-6 — 67 | — 242 | + 275 | — 33 


























* Data on immigrants’ remittances, tourists expenditures, etc., are not given by Williams. 
The net gold movement 1881-83 is assumed to have been negligible. 

t+ Williams provides estimates only for the balance of new borrowing minus interest and amortisa- 
tion payments for the years 1892-94. 


Source: J. H. Williams, op. cit., pp. 183, 45, 101, 136, 152, 49, 110, 111, 154. 


Columns 4, 7 and 8 ! of this table afford prima facie evidence for the pre- 
sence of large-scale excess borrowing in Argentina, particularly during the 
period of the 1880s, when borrowing and development activity were both 
at their peak. It can be calculated from the table that the proportion of 
new borrowing which was utilised to meet the Argentine trade and shipping 
deficit during the decade 1881-90 (inclusively) was no more than 30-7%. 

1 This last column was calculated by myself from the data provided by Williams. 
2 While it is true that immigrants’ remittances are not included in Column 6 of the table (they 
were not estimated by Williams), I in any case regard this exclusion as conceptually appropriate. 


They are best regarded as currently exported savings, which are thus appropriately added to 
column 8. 


peel 





oR 











EPT, . 


Ting 


way 
g in 
ther 
tible 


SONI OO OT RD NOS = OOO 09 ~~ OO 
—+—+ 


® 2B | 


he 
th 
of 


/ 3 
0° 


ey 
te. 








a 


Ee 


on Nee orn 


— eo 





1959] CAPITAL EXPORTS AND GROWTH FOR ARGENTINA: A COMMENT 595 


Interest payments, which, as can be seen, were dramatically swollen by the 
new borrowings themselves, accounted for 39-7°% of new borrowings over the 
period, while gold imports (3-8%) and, most importantly, capital exports 
(including emigrants’ remittances) accounted for the remaining 29-6%. 
These data suggest that a great deal of Argentine borrowing during the 
1880s represented excess borrowing rather than an inability of the Argentine 
to match investment with domestic saving. It should be noted, also, that 
the comparatively modest liquidation of Argentine-owned foreign assets 
which occurred during the early 1890s took place at a time when Argentine 
savings were depressed by the effect of a world recession on her exports, while 
excess borrowing associated with Argentine short-term lending was apparently 
resumed in the closing years of the century, when world activity was reviving. 

A complicating feature of the Argentine situation was that the period 
was one of inflation, with a domestic paper currency in use and with specula- 
tion in gold very active. This may account for the destination of a con- 
siderable part of Argentine capital exports in the late 1880s.1 

3. Mr. Ford’s impression that savings in the Argentine were small 
relatively to the requirements of investment in railway building could also 
be tested if it were possible to construct annual estimates of the value of 
domestic investment in Argentina for this period, for use in conjunction with 
the above table, and other relevant data, e.g., the size of the initial foreign- 
exchange reserves of Argentina in the early 1880s. Pending such a test, one 
should, perhaps, regard the question of the degree of adequacy of the over- 
all rate of saving of the Argentine during this period as an open one. 

4. It is important to grasp the point that at particular periods of history 
excess borrowing is not necessarily synonymous with unnecessary borrowing, 
because excess borrowing (t.e., borrowing which does not reflect a deficiency in 
actual or potential domestic saving in the borrowing country) may be un- 
avoidable for some reason or other.2, The “ rules of the game” enshrined 
in nineteenth-century canons of finance, and the degree of sophistication of 
the monetary authorities being what they were, it may be the case that all 
the Argentine borrowings of this period must be looked upon as having 
been necessary for financing the actual real outlays made in Argentina 
during the period studied by Mr. Ford, no matter how large the proportion 
of excess borrowing had been as a proportion of total borrowings, and no 
matter how small actual borrowings were in relation to either actual or 
potential Argentine domestic saving. 


? Argentinians also acquired foreign assets in return for the sale of domestic assets, including a 
large part of their railway system, during this period. Cf. J. H. Williams, op. cit., pp. 86-7. 

* For a discussion of various ways in which this can happen, cf. my article on “‘ Capital Exports 
and Growth,” Economic JourNaL, September 1957, pp. 436 et seq. 

Nor does excess borrowing have anything to do with borrowing for unnecessary or wasteful 
purposes, on the definition I have proposed. Mr. Ford appears to have misinterpreted me on this 
ig Excess borrowiny relates to the financing of whatever real outlays did, in fact, occur. Cf. 
ibid., p. 432. 
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It is instructive to consider the significance of Mr. Ford’s insistence on 
the aversion of Argentine wealth-owners to the shouldering of railway 
risks 1 in the light of the distinction just made. By themselves, the pre- 
ferences of Argentine wealth-holders can provide no evidence for absence 
of excess borrowing, since such preferences could have been entirely compatible 
with a rate of actual or potential domestic saving in Argentina sufficient or 
more than sufficient to match the volume of investment that did, in fact, 
occur. Indeed, this aversion on the part of Argentine rentiers is actually 
suggestive of the presence of excess borrowing, since it must be regarded asa 
factor tending to drive Argentine borrowers to make use of capital markets 





abroad, irrespective of the degree of adequacy of the domestic rate of saving. | 
Moreover, it has been shown in the foregoing that excess borrowing did, | 


in fact, occur on a large scale in the Argentine during this period. But this 
same aversion could provide evidence of the absence of unnecessary borrowing, if 
it were legitimate to assume, in addition to the existence of this aversion, one 
or both of the two following things: 


(i) that neither the Argentine Government, nor Argentine private 
entrepreneurs * were interested in promoting the construction of rail- 
ways, so that entrepreneurial initiative had to come from abroad, and 


Ar pane y tre 


when it did come from abroad had to be imported jointly with foreign | 


financing, and/or 

(ii) that, whatever may have been the willingness of the Argentine 
Government and of private entrepreneurs to engage in railway con- 
struction, the effective financial “‘ rules of the game” were such as to 
make the domestic provision of finance for such schemes impossible 
owing to the unwillingness of the Argentine rentier to provide it. 


The realism of the foregoing assumptions should not be taken for granted. 
At some periods in the nineteenth century at least the Argentine Government 
clearly did take a great interest in railway development. Moreover, the 
* unsoundness,” by orthodox standards, of the contemporary Argentine 
domestic currency arrangements suggests that the financial rules of the game 
were not taken too seriously in that country at that time. There is evidently 
scope for further research here. In any case, it is clear that we should 
interpret Mr. Ford as taking the view that it was unnecessary borrowing that 
was small in the Argentine in nineteenth-century conditions. This is a quite 
distinct proposition from saying that excess borrowing was small. 

5. A further point of some general significance which appears as the 
corollary of this argument is that if we are interested in measuring the extent 
of necessary borrowing, the volume of net capital imports is, in itself, irrelevant. 
What matters is whether the observed rate of gross borrowing was necessary 
or not. Finance can be a bottleneck irrespective of the degree of adequacy 

1 A. G. Ford, op. cit., pp. 590, 593. 


2 As distinct from rentiers. 
3 Cf. J. H. Williams, op. cit., pp. 38 et seg. and 87. 
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of actual or potential savings in the borrowing country. When this is the 
case it is the corresponding gross borrowings which should be regarded as the 
correct measure of the contribution made to domestic capital for formation 
by the action of foreign investors. But the modus operandi of this contribution 
has nothing to do with the transfer of borrowings in real terms and the 
supplementation of domestic saving by the thriftiness of investors in lending 
countries. 

It is a characteristic of the classical literature of the history of international 
capital movements that it focuses attention on net capital movements, and 
equates such movements with contributions to growth in borrowing countries. 
Modern analysis does not permit us to make such a simple assessment. 
When unnecessary excess borrowing is taking place net capital imports over- 
state this contribution. When excess borrowing is made necessary by the 
rules of the game, net capital imports may, in some cases, be said to under- 
state this contribution. 

Historically speaking, the rules of the game have become increasingly so 
modified in practice, as sophistication in monetary matters has increased 
since the heyday of international investment in the nineteenth century, that 
the volume of gross borrowing made necessary by the rules of the game has 
increasingly tended to approximate to the net value of capital imports. 
Hence a given rate of net capital imports through time could, in a sense, be 
regarded as connoting declining foreign contributions to growth in borrowing 
countries. But this way of speaking seems rather unreasonable, because, 
from a modern point of view, the nineteenth-century rules of the game seem 
unreasonable. When unnecessary disciplinary methods cease to be used in 
order to ensure the good behaviour of children we do not say that they are 


receiving less help and attention. 
JoHN KNAPP 


University of Manchester. 





IS FACTOR SUBSTITUTION A CRIME, AND IF SO, 
HOW BAD? REPLY TO PROFESSOR EISNER 


Proressor EIsNER’s broadside ? seems to be aimed more at scoring de- 
bating points than at any substantial target. This puts me at a tactical 
disadvantage. If I merely assert that I have not said the things he attacks 
me for, I appear spinelessly to be yielding to pressure. Otherwise I am 
forced into defending a position I have never advocated. I propose to re- 
solve the dilemma by doing both things. First, I show that Eisner has mis- 

1 Such understatement may be said to occur in cases when net capital imports are less than gross 
capital imports made necessary by the rules of the game, but it is possible for necessary excess borrow- 
ing to occur even if gross and net capital imports are equal. 

® Robert Eisner, ‘‘ On Growth Models and the Neo-Classical Resurgence,” Economic JOURNAL, 


Vol. LXVIII (December 1958), 707-21. My paper was “‘A Contribution to the Theory of 
Economic Growth,” Quarterly Journal of Economics, Vol. LXX (February 1956), 65-94. 
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interpreted my earlier paper. Then I suggest that there may in fact bea 
real issue between us, to whose solution Eisner has contributed only assertion, 

An important part of Professor Eisner’s refutation rests on his announce- 
ment that he will at once become “ reasonable,” ‘‘ more classical ’’ and 
*‘more Keynesian”’ than I (pp. 713-14). He accomplishes this turn by 
suggesting that the aggregate production function might be such that with 
any given amount of labor to be employed, the net marginal product of 
capital might fall to zero with some finite amount of capital. Or at least 
might fall below the minimal level to which the interest rate can be driven, 


in the case of the “ liquidity trap.” As against this, I note that I have 


written at one point (pp. 75-6): 


** At the very least one can imagine a production function such that | 


if (the capital-labor ratio) exceeds a critical value r,,,,, the marginal 
product of capital falls to zero. . . . For values of (the rate of growth 
of the labor force) below this zone the end result would be redundancy 
of capital, for values . . . above this zone, redundancy of labor. To 


the extent that in the long run factor proportions are widely variable the | 


intermediate zone of growth rates will be wide.” 
Or at another point (p. 93): 


“In the famous ‘ trap’ case where the demand for idle balances 
becomes infinitely elastic at some positive rate of interest . . . the 
result will be underutilization of capital if the interest rate becomes 
rigid somewhere above the level corresponding to the equilibrium 
capital—labor ratio.” 


But this is mere technique. The heart of the matter is Eisner’s assertion 
(p. 720) that I “reject . . . the possibility of the growth model problems” 


and that I believe ‘‘ the economy will be free to adjust to whatever rate (of | 


growth) is appropriate for full employment ” (p. 708). He perhaps did not 
notice a section of my paper headed “‘ Qualifications ’’ which begins: 


** Everything above is the neoclassical side of the coin. . . . All the 
difficulties and rigidities which go into modern Keynesian income 
analysis have been shunted aside. It is not my contention that these 
problems don’t exist, nor that they are of no significance in the long run. 
My purpose was to examine what might be called the tight-rope view of 
economic growth and to see where more flexible assumptions about 
production would lead a simple model. Underemployment and excess 
capacity or their opposites can still be attributed to any of the old causes 
of deficient or excess aggregate demand, but less readily to any deviation 
from a narrow ‘ balance.’ ”’ 


Is the whole tempest then merely a matter of verbal fireworks? Some- 
times, as when Eisner’s last paragraph expresses a view similar to mine, it 
seems that way. But in fact I think there is a deeper disagreement. Eisner 
does seem to believe in the “‘ tight-rope ”’ view. He seems to hold that the 
appropriate image of western capitalism is that of a system teetering in the 
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long run on the verge of capital saturation. (I emphasise the long run be- 
cause the possibility of cyclical loss of momentum and collapse of the marginal 
efficiency schedule is denied by no party to the debate.) Even over long 
periods of time the system is incapable of teaching itself to hold just a little 
bit more real capital. I think that this view is incapable of explaining whole 
stretches of the evolution of capitalism. But that is in a way beside the point. 
The point is that this argument can never be settled by mere rhetoric and 
counter-rhetoric. It depends on such ultimately empirical questions as the 
nature of savings behaviour, the sources of technological progress, the forma- 
tion of expectations, and others. On all these questions there is need for 
more evidence. 


Massachusetts Institute of Technology Rosert SoLow 





REPLY TO PROFESSOR EISNER 


I nap thought that the indefinite article in the title of the paper of mine 
to which Professor Eisner takes exception ! betokened sufficient modesty of 
purpose to protect me from the kind of debate he seeks to thrust upon me. 
Nowhere do I deny either the logical consistency of the models he defends 
and elaborates or the possibility that at times the economic impasse they 
suggest may have empirical relevance. ‘‘A rejection of the possibility of the 
[Harrod—Domar-Hicks] growth model problem” (Eisner, p. 720, his 
emphasis) was no part of my purpose. Nothing could be more misleading, 
moreover, than to attribute to my model the implication that it is always easy 
for the economy ‘“‘ to adjust to whatever rate [of growth] is appropriate for 
full employment ”’ (Eisner, p. 708) without cyclical interruption or monetary— 
fiscal assistance. 

Eisner is correct that, contrary to the impression given by my paper, con- 
stant coefficient technology is not the only source of the conclusion that the 
equilibrium growth path of the economy is a precarious knife-edge requiring 
aunique balance between the rate of saving and the growth of the labour force. 
The same conclusion can be obtained, given variable-proportion technology, 
from the assumption that the marginal product of capital stands at an 
irreducible minimum required to induce owners of wealth to hold capital. 
At this minimum, savers will absorb an ever-growing capital stock without 
protest; but let the rent on capital be pushed ever so little below it and they 
will shun capital no matter how saturated they may be with liquidity. One of 
the purposes of my paper was to challenge this tight-rope theory of portfolio 
selection. As Eisner points out, this second alternative is the right inter- 
pretation of Harrod; Domar and Hicks, and most users of the hard- 
worked ‘‘ Harrod—Domar model,” seem to me to rely on constant-coeffi- 
cient technology. In any event, my paper was clearly intended to apply 


1 Robert Eisner, ‘‘On Growth Models and the Neo-Classical Resurgence,” this JouRNAL 
Vol. LXVIII (December 1958), pp. 707-21. My paper was “‘A Dynamic Aggregative Model,” 
Journal of Political Economy, Vol. LXIII (April 1955), pp. 103-15. 
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to situations where neither of these rigidities is met, but where capital is 
smoothly substitutable for labour in production and for monetary assets in 
portfolios. 

There are other situations. ‘“‘ It is possible,’’ I said early in my paper 
(p. 105), 


*‘ that there are levels of [the rent on capital] r (e.g., negative rates) so 

low that portfolio balance requires all weaith to be in the form of 

currency and that there is some level of r above which wealth-owners 

would wish to hold no currency. But the main argument to follow 
. concerns ranges of r between those extremes.” 


Eisner has examined the consequences of extreme low values of r and seems 
to regard this extension of my paper as a refutation. Not all the specula- 
tions of Eisner, Tobin and the whole cast of theorists in Eisner’s footnotes 
can decide which case has the greater relevance. That requires estimates 
of strategic parameters of behaviour and technology. I don’t have these 
any more than Eisner does. But I hold to the conjecture that at least some 
economic history and some economic future cannot be understood on his 
assumption that the slightest increase in the capital-labor ratio spells dis- 
aster. IfI am correct, there is room for growth and cycle models based on 
different premises. Eisner’s final paragraph indicates that he agrees with 
this conjecture. So what is all the shooting about? 

Which economists, models and parameters are truly Keynesian? In 
common with others who attach great importance to this question, Eisner 
under-rates the neoclassical residues in the master himself. The liquidity- 
trap impasse, which Eisner chooses to regard as the “‘ Keynesian heritage ” 
to defend and build upon, is a special part and not the whole of what was, 
after all, billed as a general theory. Although Keynes expected the liquidity 
trap to prevent automatic recovery from deep depression, he surely did not 
intend it as a description of the typical state of affairs in full prosperity. 


james Tosin 
Yale University. 





CURRENT TOPICS 


Tue Annual General Meeting of the Royal Economic Society was held 
on Thursday, July 9 at the London School of Economics. Sir Robert Hall 
was re-elected to the office of President. Professor C. F. Carter was elected 
to the Council in the place of Professor W. A. Lewis; with this exception 
the Council and Officers were elected without change for 1959-60. After 
the formal business the President addressed the Society on “ Reflections on 
the Practical Application of Economics.” 
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Tue Secretary reported on the membership and finances as follows: 





1958. 1957. 1939. 1914. 





New Fellows and Library Members elected 
Fellows lost by death, resignation, or default . 


407 445 490 50 
300 378 496 33 


Number of Fellows and Library Members on December 31 6279 6172 4572 694 


Total Compounders included in above total 
Surplus of Income over Expenditure 
Surplus of Expenditure over Income 


1769 | 1747 | 1155 159 
— {£1313 oe 278 
£56 ion 38 sas 




















We apologise in advance for the almost certain late delivery of this issue 


of the Economic JOURNAL. 
will expect an explanation. 


We do not think that in this case our readers 





Mr. J. S. G. Witson, Reader in Economics at the London School of 
Economics, has been appointed to the Chair of Economics and Commerce 
in the University of Hull, in succession to Professor I. Bowen, who has 
resigned to take up an appointment to the Chair of Economics in the 


University of Western Australia. 





Tue Trustees of the Houblon-Norman Fund, on the recommendation of 
their Advisory Committee, have made the following awards for 1959/60: 


Research Grants 

Dr. L. R. Amey, Lecturer in Industrial 
Economics, University of Nottingham. 

Mr. K. F. Dixon, Westminster Bank Ltd. 
(Renewal.) 

Miss A. G. Donnithorne, Lecturer in Political 
Economy, University College, London. 

Mr. Bernard Edwards, Lecturer in Economics 
and Statistics, Municipal College of Com- 
merce, Newcastle. 

Mr. J. K. Ghandhi, Research student, King’s 
College, Cambridge. 

Mr. C. H. P. Gifford. 


Mr. C. D. B. Harbury, Lecturer in Economics, 
University of Birmingham. 

Dr. G. D. Ramsay, Fellow of St. Edmund Hall, 
Oxford. 

Mr. Peter Robson, Lecturer in Economics, 
Queen’s University, Belfast. 

Mr. Neil Runcie, Lecturer in Economics, New 
South Wales University of Technology. 
(Renewal.) 

Mr. R. M. Titmuss, Professor of Social Adminis- 
tration, University of London. 


An offer of awards for 1960/61 will be made in due course. 


The Movement of Firms between Industries. 


The Early Development of the London Money 
Market. 

The Chinese System of Economic Planning, with 
special reference to International Trade. 
The Structure of Banking in Venezuela. 


The Extent and Impact of Hire-Purchase in the 
United Kingdom, 1948-1957. 

The Problems of Economic Forecasting—a Case- 
Study in Timber. 

The Distribution of Capital and the Laws of 
Succession. 

The Account Book of John Isham. 


The Economic Effects of Index Linking in the 
Money, Bond, and Insurance Markets. 

Hire-Purchase in the United Kingdom and the 
British Dominions. 

The History of Occupational Pension Schemes 
in Britain. 

Further 


information may be obtained from the Secretary, Houblon-Norman Fund, 


c/o Bank of England, London, E.C.2. 
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Tue following have been admitted to Life Fellowship of the Society: 


Bainbridge, J. W. 
Barber, Prof. W. J. 
Eckstein, Prof. O. 


Lerdau, E. 
Levitt, P. D. 
Paul, Rev. T. F. 





Peterson, K. 
Raj, J. S. 
Seton, F. 


Tue following have been admitted to Fellowship of the Society: 


Adebiyi, C. O. 
Agama, F. H. 
Alabi, S. T. 
Armstrong, R. E. 
Bakre, M. A. 
Balassa, Prof. B. A. 
Battersby, P. 


Bergin, F. J. 


Bloomfield, Prof. A. I. 


Boan, J. A. 
Boyer, R. 
Bradlow, E. P. 
Brown, A. S. 
Catlin, E. R. 
Chakko, A. R. 
Chaturvedi, S. K. 
Cheng Yew Kiew 
Cheung, L. H. F. 
Chow Chak Pui 
Chu, J. H. 
Collinson, J. F. 
Crawford, Miss F. A. 
Crotty, J. J. 
Cummings, E. A. 
Dada, P. O. A. 
Davis, L. J. 
Davis, O. A. 
Demou, Dr. F. J. 
Dutt, P. K. 
Emmanuel, J. S. 
Feinstein, C. H. 
Frearson, K. S. 
Gibson, R. T. 
Green, R. K. 
Grove, D. K. 
Gupta, B. 


Gupta, Dr. V. P. 
Harris, T. H. 
Hay, E. A. 
Holmes, M. A. 
Horne, E. 
Horne, Miss F. 
Horrigan, W. 
Horsten, F. A. M. 
Hurford, C. J. 
llori, S. O. 
Ingle, G. 
Jamadar, K. M. 
Jansen, K. F. R. 
Jennings, V. E. 
Joshi, A. R. 
Kanabar, G. P. 
Kaufman, G. A. 
Kelaher, D. 
King, D. T. 
King, R. E. 
Klonarides, H. 


LeMarchant, R. C. 


Levitt, H. 
Lewis, L. C. 
Liu, Dr. Tsun-yan 


Longfield-Jones, E. 


Lowe, J. R. 
Mangan, L. J. 
Mathur, G. D. 
Matthews, J. W. 
McGovern, J. D. 
McNeil, A. L. 
Menzler, G. 
Mitra, P. T. 
Mok Shu Wah 
Morgan, I. 





Muscatt, J. 
Nwagbara, G. U. M. 
Obi, E. O. 
Opeodu, O 

Oser, R. A. 
Panduranga, V. N. 
Patel, G. M. 

Patel, K.. C. 
Patterson, G. D. 
Phillips, L. A. 
Portlock, N. D. 
Pritchard, I. 

Rafi, M. N. 
Rhodes, B. 
Rowley, Dr. Sheila I. 
Savaré, Dr. Ing. A. 
Saxena, P. 

Selisko, F. 
Sinclare, L. D. 
Singer, Dr. L. 
Spiegelman, R. G. 
Stapleton, G. B. 
Swingle, P. G. 
Takeuchi, K. 
Tilley, V. H. 
Tobias, J. J. 
Truda, P. A. 
Victor-Smith, H. 
Wan Sek Wah 
Weinstein, M. E. 
Werner, Prof. R. O. 
Weston, J. P. 
Whitbread, T. A. 
Yearwood, M. 
Zachariades, P. V. 
Zapatero, D. V. 
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The following have been admitted to Library Membership of the Socicty: 


Amalgamated Meat Cutters & Butcher Workmen, Chicago, 14, U.S.A. 

Balham & Tooting College of Commerce, London, S.W.17. 

Banque Centrale du Congo Belge & Ruanda Urundi, Léopoldville, 
Congo Belge. 

Communauté Economique Européenne, Direction Générale des Affaires 
Economiques et Financiéres, Brussels, Belgium. 

Compania Shell de Venezuela Ltd., Caracas, Venezuela. 

f. Consiglio Nazionale dell’Economia e Lavoro, Rome. 

Constantine Technical College, Middlesbrough, Yorks. 

Department of Political Economy, The University, Whiteknights Park, 
Reading. 

Drexel Institute of Technology, Philadelphia 4, Pennsylvania, U.S.A. 

Federal Reserve Bank of Boston, Boston 6, Massachusetts, U.S.A. 

Government of Pakistan, Planning Commission, Karachi, Pakistan. 

Institute of Administrative Affairs, c/o American Embassy, Tehran, 
Iran. 

International Cultural Research Centre, Seoul, Korea. 

International Executive, Riverdale Station, New York 71. 

Ministero delle Partecipazione Statali, Rome. 

Nanyang University, Jurong Road, Singapore 22. 

[. National Union of Railwaymen, London, N.W.1. 

Office des Marchés Agricoles, Montreal, P.Q., Canada. 

Rural and Industrial Development Authority, Kuala Lumpur, Malaya. 

Seccao Estudos Economia Applicada, Associacao Industrial Portuguesa, 
Lisbon, Portugal. 

Vidyalankara University of Ceylon, Kelaniya, Ceylon. 

West of Scotland Agricultural College, Glasgow, C.2. 




















RECENT PERIODICALS AND NEW BOOKS 


Journal of the Royal Statistical Society 


Vo. 122, Parr 1, 1959. The Long-term Trend in the Size Distribution of Income: H. F. 
LyDALL. Report of the Committee on the Supply of and Demand for Statisticians, introduced by 
E. S. Pearson. Size of Company and Other Factors in Dividend Policy: P. SARGAnt 
FLORENCE. 


Applied Statistics 
Vor. VIII, No. 1, Marcu 1959. Some Aspects of Quality Control in Cotton Textiles: G. 
Newserry. The Use of the Same Experimental Material for more than One Set of Treatments: 
G. B. FREEMAN. Elimination of Bias in the Preliminary Examination of Data: D. H. Warp. 
The Pattern of Consumer Purchases: A. S. C. EHRENBERG. Choice of Conversion Factor in the 
Derivation of an Index of a Discontinued Series: K. S. BANERJEE. A Significance Chart for 
Percentages: S. ROSENBAUM. 


Economica 


Vor. XXVI, No. 102, May 1959. The Politics of the Bullion Report: F. W. Ferrer. 
Rational Choice Functions and Orderings: K. J. ARRow. On the Sales Maximization Hypo- 
thesis: M.H. Peston. Factor Endowments and Factor Prices: A. H. LAND; Mathematical 
Appendix: H. W. Kun. Inflation and Long-run Growth: J. Buacx. Productivity-geared 
Wage Policies: A Comment: W. Peters; A Further Note: K. Lancaster. A Further Note 
on Revealed Preference: P. Newman. The Rehabilitation of Classical Debt Theory: A. T. 
PEACOCK. 


The Review of Economic Studies 


Voi. XXVI, No. 70, Fesruary 1959. A Statistical Summary of the Extent of Import Control in 
the United Kingdom since ‘he War: M. F. W. Hemmine, C. M. Mires and G. F. Ray. The 
Balance of Payments in a Monetary Economy: F. H. Haun. Whose Cost of Living?: S. J. 
Prats. Regional Disparities in the Incidence of Taxation in Uganda: W. E.xan. A Problem 
Encountered in the Comparison of Technical Coefficients: Z. S. WurTELE. A Graphical Ex- 
position of Bohm-Bawerk’s Interest Theory: R. DorFMAN. 


The Manchester School of Economic and Social Studies 


Voi. XXVIII, No. 2, May 1959. World Exports of Manufactures, 1956 vs. 1937: S. 
Sprecetcias. The Periodicity and Stability of Inventory Cycles in the U.S.A. (I): D. J. 
Coppock. Employment Fluctuations, Labour Supply and Bargaining Turnover: H. A. TURNER. 
Life Assurance Funds and the Capital Market: G. L. Rees and W. Horrican. A Monthly 
Index of Wage-rates by Industries: J. R. CROSSLEY. 


Scottish Fournal of Political Economy 


Vot. VI, No. 2, June 1959. Economic Growth in Scotland, 1720-70: H. Hamirton. Re- 
flections on the Growth of Capital and Income: A. K. Catrncross. The Restriction of Road 
Haulage: P. Hart. Urban Renewal in Glasgow: S. C. Orr. Recent Economic Trends: 
Demand for Ships, April 1959: J. R. Parkinson; A Note on the Composition of the Working 
Population: D. J. RoBeRrtson. 


National Institute Economic Review 


No. 3, May 1959. The Economic Situation: Expansion in Britain: Signs of a World Recovery. 
Price Stability and the Policy of Deflation: Post-mortem on the Effect of Deflection; The Prospect 
Sor Prices. 
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The Economic History Review 
Voi. XI, No. 3, Apri 1959. Adam Smith and the Industrial Revolution: R. Korsner, 
Heriots and Prices on Winchester Manors: M. M. Postan and J. Trrow; Statistical Notes on 
Winchester Heriots: J. LoNGDEN. The Early Growth of Steam Power: A. E. Musson and E. 
Rosinson. The Financing of Japanese Ec ic Development: G. Rants. 








British Tax Review 


Aprit 1959. If I May be Pardoned for Adding ...: W. Puiturps. More Section 8 Cases on 
Rating Relief: K. F. Gooprettow. Share Premium Account and Pre-acquisition Profits: 
J. G. Monroe. Settlements on Wives and Widows: J. E. VineLotr. European Fiscal 
Systems: Belgium: E. B. NortTcLiFFE. 


The British Journal of Sociology 


Vor. X, No. 2, June 1959. Toynbee and Sociology: R. Brerstept. Darwinism and the Con- 
cept of Social Evolution: D. G. Macrae. The Plural Society in Sociological Theory: J. Rex. 
Some Social Consequences of Grammar School Education in a Rural Area in Wales: J. L. WiL- 
uiaMs. The Relation Between Educational Achievement and School Size: R. Lynn. Financial 
Incentives as the Expression of a System of Beliefs: H. BEnREND. Some Differences Between 
Middle-class and Working-class Grammar School Boys in their Attitudes towards Education: 
E. Bene. Social Arithmetic: K. KEvsaAut. 


International Affairs 


Vou. 35, No. 2, Aprrz 1959. “* The Invisible College”: B. F. J. ScHONLAND. Technical 
Aid: The Role of the West: M.Iontwes. China and the World: R. Harris. The B.B.C.’s 
External Services: B. Ciarx. Education and Ec ic Development in the Under-developed 
Countries: F. BENHAM. Source Materials made Available to Historical Research as a Result of 
World War II: M. Lampert. 








The Banker 
Vor. 109, No. 400, May 1959. Financing the Expansion. The Economy Surveyed. Labour’s 
Economic Policy: A. CROSLAND. Switzerland’s Surfeited Money Market: G.Gycax. Build- 
ing Societies ina New Age: G. LEE. Wales in the Recession: E. V. MorGAN. 
Voz. 109, No. 401, June 1959. How Soft is the Dollar? Everymanan Investor. The Economics 
of West Berlin: S. ScHATTMANN. Germany’s Interest Rate Puzzle: R. E. Luxe. London's 
Money Brokers: R. F. G. ALForp. 


i The Bankers’ Magazine 
ba CLXXXVII, No. 1382, May 1959. An Obituary of the Credit Squeeze: H. Speicur. 
udgetary Expansion. The British Balance of Payments, 1958-59. Survey of Economic Condi- 
tions in the U.S.A.: A Welcome Spring Revival. Centralized Accounting in the Bank of 
Scotland: R. Hinpte. The Yorkshire Penny Bank, 1859-1959: W. HARTLEY. 

VoL. CLXXXVII, No. 1383, June 1959. U.K. Finance Companies: The Uses and Sources of 
Funds, 1949 to 1958: N. Runcie. Some Characteristics of Banking in Switzerland: G. 
Gycax. Survey of Economic Conditions in the U.S.A.: A Resumption of the Gold Drain. A New 
Approach to the European Problem: G. Carut. Bank Advances for Welsh Drovers in the Early 
Nineteenth Century: R. O. Roserts. <A Problem of the Paying Banker: M. J. L. RajANna- 
YAGAM. 

Barclays Bark Review 

Vor. XXXIV, No. 2, May 1959. Britain Turns to Expansion. A Generation Ago. The 

Changing Pattern of Capital Movements. 


District Bank Review 
No. 130, June 1959. Policy for Expansion and the Monetary Weapon: Sir R. Harrop. 
Management in Europe: T. E. Cuester. This Octopus, Taxation. 


Midland Bank Review 


May 1959. The Nuisance of Stamp Duties. Monetary Survey, 1958-9. Business Conditions in 
Scotland. 
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National Provincial Bank Review 
No. 46, May 1959. Building Societies: A. STEWART. Research on Building: F. M. Lea, 


The Three Banks Review 
No. 42, June 1959. The Ownership of Capital and Monetary Policy: E. V. MorGAN. Th 
Philatelic Market: K. F. CHAPMAN. The Glasgow Staff of the Royal Bank a Century and a 
Half Ago. 


Westminster Bank Review 


May 1959. The Changing Face of American Industry: R. BAtLEy. Consumers’ Expenditure and 
the Classless Society: F. KNox. Too Big a Risk? Furniture: A Progressive Industry. Eggs— 
Now and Tomorrow. 


The Journal of the British Institute of Transport 
Vot. 28, No. 4, May 1959. The Refrigerated Cargo Liner: F. E. HarmMER. Engineering in 
Transport: G. F. Stnctatr. Nuclear Propulsion of Merchant Ships: W. MacGtutvray, 
The Choice of Transport for an Underdeveloped Territory: Sir R. Emerson. Present Trends in 
Transport Policy: Str H. OsBoRNE MANCE. 


Planning 


VoL. XXV, No. 432, Aprit 1959. History of the Free Trade Area Negotiations: M. Camps, 
Voi. XXV, No. 433, May 1959. Planning in Pakistan. 
VoL. XXV, No. 434, June 1959. Management and Underdeveloped Territories. 


Town and Country Planning 


Vo. XXVII, No. 4, Apri 1959. The Hampshire Coast Green Belt: T.F.THomson. Local | 


Government Reorganization and Planning in the Midlands: A. Cuiarx. London’s Parks and 
Planting: R. Stamp. Housing Layouts in New Towns: J. McKnicut. The Administration 
of Planning: E. H. Dousiepay, T. F. THomson and R. NicHo as. 

Vout. XXVII, No. 5, May 1959. City Renewal: Alternatives and Costs. Regional Planning: 
T. J. D. Farr. Elliot Lake: Experiment in Conformity: N. Pearson. Degenerating Wood- 
lands: J. D. U. Warp. 

Vo.. XXVII, No. 6, June 1959. Work to the Workers? Current City Planning in the U.S.A.: 
J. W. Reps. The Metamorphosis of Conservation: R. Briwcer. Policies of Design Control. 
The Left on Planning: W. Lewis. 


Steel Review 


No. 14, Aprit 1959. The Facts about Steel Development. World Steel Expansion Slows Down. 
Steel in the German Economy. Steel for Building. Operation Changeover. 


Cartel 


Vo. 9, No. 2, Aprit 1959. Advertising in a Socialist Economy: L. Sonxopr. Giving the 
Consumer a Voice: F.H. SHEPHERD. Trade Associations and the Restrictive Trade Practices Act. 


The Economic Record 


VoL. XXXV, No. 70, Aprit 1959. The Australian Economy, February 1959: G. G. Firti 
and A. J. Haccer. The Case For and Against Devaluation of the Australian Pound, 1956 to 
1959: I. Bowen. Financing State Universities: K. J. Binns and L. V. Betis. The 
Production Function and the Durability of Capital: W. E. G. SALTER. Private Investment in 
New Zealand, 1950-56: A. D. Brownie. The Changing Role of Trading Banks in the 
Australian National Economy: D. H. Merry. The Australian Male Work Force: H. P. 
Brown. Depreciation and Stock Appreciation in the National Income Accounts: J. McB. 
Grant and R. L. Matuews. Estimation of an Average Production Function from Surveys: 
H. S. Kony. 


The Canadian Journal of Economics and Political Science 


Vor. 25, No. 2, May 1959. The Origins of Canada’s Department of External Affairs: J. 
Eayrs. The Midwestern Case: H. G. J. Arrxen. The Struggle of Prerogative and Common 
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Law in the Reign of James I: P. B. Warre. The Select Standing Committee on Public Accounts, 
1867-78: N. Warp. The Manipulation of Popular Impulse: T. H. Quatrer. The 
Index-number Theorem: H. G. Jounson. United States Recessions and Selected Imports: 
R. A. DEGEN. 


The South African Journal of Economics 


Vot. 27, No. 1, Marcu 1959. The Problems of International Competition from 1958 Onwards: 
S. P. CuamBers. The Role of Gold Today: A Comment: L. Katzen; Rejoinder: Sir R. 
Harrop. Reflections on the Growth of Government: L. TrvEy; Comment: C. S. RicHarps. 
The Influence of Cyclical Changes in National and World Income and Prices on the South African 
Balance of Trade between 1925 and 1939: G. Marats. 


Finance and Trade Review (Volkskas Limited) 


Vou. III, No. 4, Marcu 1959. South Africa’s Interest in some Recent Economic Events in 
Europe: A. S. Jacoss. Exchequer Issues and Receipts: J. A. LomBarp. The South African 
Council for Scientific and Industrial Research: S. M. NauvE. 


The Indian Economic Journal 


Vot. VI, No. 3, JaNuARY 1959. Towards a Realistic Tax Policy for India: M. H. Gopat. 
The Affluent Society: H.S. Extts. A Note on Polish Industrialization: Its Results and Prospects: 
I. Sacus. Changes in the Structure of World Food Exports: R.M. STERN. Debt Management 
as an Instrument of Employment Policy: D. M. Nanyunpappa. Labour Surpluses and Saving 
Potential in Underdeveloped Countries: S. H. DESHPANDE. 


The Indian Journal of Economics 


VoL. XX XIX, No. 152, Jury 1958. Special number on the problems of socialist economy. 
Poland’s New Economic Model: Gyan CHanp. Methods of Co-ordination between the Re- 
sources of Production and the Demand in a Socialist Economy: 1. Friss. Labour-Management 
Association in India: V.V. Girt. The Logic of Socialism: J. K. Menta. The Problem of 
Entrepreneurship in Socialist Economy: Om PraxasH. The Ecology of Economic Power: 
N. Das. Accountability of the Nationalised Industries to the Indian Parliament: J. S. UpPat. 
Public Finance in a Socialist Economy: R.N. Buarcava. The Basis of Compensation for Land: 
P.K. SHarma. Models for Planning in a Socialist Economy with reference to India’s Second Five 
Year Plan: MAHESH CHAND. Government Participation in Industrial Investment in Pakistan: 
MouAMMAD Uzair. Productivity Measurement in Manufacturing Industries in India’s Public 
Sector: S.B. Prasap. Some Ideological Approaches towards Planned Economies: B. C.'TANDON. 


The Indian Economic Review 


Vou. IV, No. 2, Aucust 1958. The Role of Planning in Socialist Economy: O. LANGE. Social 
Accounting: R.N. BHaRGAvA. Disguised Unemploymeni and Saving Potential: R. J. BHatta. 
The Interview as a Research Tool and the Need for Systematic Training in its Use: M. H. Gopat. 
Land Market in the North West Provinces (Uttar Pradesh) in the First Half of the Nineteenth 
Century: S. C. Gupta. 


Sankhya 


Vou. 20, Parts 3 and 4, DecemBer 1958. The Scope of Biological Statistics: J. B. S. Hat- 
DANE. Examples of Inconsistency of Maximum Likelihood Estimates: R. R. BAHapur. 
Maximum Likelihood Estimation for the Multi-nomial Distribution with Infinite Number of Cells: 
C. RADHAKRISHNA Rao. A Remark on Strong Measurability: V.S. VARADARAJAN. A 
Useful Convergence Theorem: V.S. VARADARAJAN. On Statistics Independent of Sufficient 
Statistics: D. Basu. On Configurations and Non-isomorphism of some Incomplete Block Designs: 
M. AtiguttaH. Tables of Random Normal Deviates: J. M. Sencupta and N. Buat- 
TACHARYA. On Sampling with and without Replacement: D. Basu. Diffusion by Discrete 
Movements: H.C. Gupta. On the Distribution of the Maximum Value of an Equally Correlated 
Sample from a Normal Population: A. Kupo. Hypergeometric Expansions for Incomplete Mo- 
ments of the Bivariate Normal Distribution: A. R. Kamat. Incomplete Moments of the Tri- 
variate Normal Distribution: A. R. Kamat. A Note about a Family of Perks’ Distribution: J. 
-seinespan Recent Experiments in Statistical Sampling in the Indian Statistical Institute: P. C. 
AHALANOBIS. 
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Pakistan Economic Journal 
Vor. VIII, No. 4, DecemBer 1958. Foodgrains Policy in East Pakistan: F. C. Suorter. 
Impact of Tariff on our Industries: SHAFIQUR RAHMAN. Structure of Cotton Textile Industry: 
A. H. SHAHADATULLAH. Priorities in the Draft Five Year Plan: AKHLAQUR RAHMAN. 


The Federal Economic Review 


Vot. VI, No. 1, JAnuARY 1959. A Report on the Second Session of the Karachi Econo- 
mists Conference on Austerity Economy. The Concept of Austerity Economy: Q. M. 
FAREED. Austerity in Consumption: Q.H. Swvigut. Austerity Economy and Economic 
Development: M. K. CHoupury. Planning of Production under Austerity Economy: Mouan- 
MAD Uzair. Financial Aspects of Austerity Economy: MaTLuBUR RAHMAN. Austerity 
Economy for Pakistan and its Repercussions on her International Economic Relations: Asurag 
Hussain Kapri. 


The Malayan Economic Review 


Vor. IV, No. 1, Aprm 1959. The Role of the Civil Service in the Economy of Independent 
Malaya: Lm Tay Bou. Types of Tenure and Ec Development: E. H. Jacosy. The 
Interdependent Development of Agriculture and Other Industries: U. A. Aziz. Proceedings of the 
Symposium on Agricultural Economics. 








The National and Grindlays Review 


Vot. 5, No. 2, Aprit 1959. An International Enterprise in East Africa: Survey of Tanganyika 
Sisal Industry. An Analysis of Commonwealth Trade: Lage in Afro-Asian Dollar Earnings. 


International Labour Review 


Vor. LXXIX, No. 5, May 1959. Minimum Wage Problems and Policy in Guatemala. Index- 
based Adjustments for Social Security Benefits: E. LrzerMANN-Kett. The Ahmedabad Experi- 
ment in Labour—Management Relations: II. 

Vor. LXXIX, No. 6, June 1959. Repercussions of Commodity Price Fluctuations on Primary 
Producing Countries. The Yugoslav Management and Supervisor Training Centre: A. L. JAEGER 
and H. J. Satnr-MaurIce. 


International Monetary Fund Staff Papers 


Vor. VII, No. 1, Apriz 1959. Financial Statistics and Financial Policy: J.J. Potax. Variable 
-Reserve Requirements against Commercial Bank Deposits: R. GoopE and R.S. THorn. Export 
Instability and Contracyclical Fiscal Policy in Under-developed Export Economies: A Case Study of 
Ceylon since 1948: S. KANESATHASAN. The Theory of Forward Exchange and Effects of 
Government Intervention on the Forward Exchange Market: S.C. Tstanc. Statistical Estimates 
of Elasticities and Propensities in International Trade: A Survey of Published Studies: Hane 
SHENG CHENG. 


International Financial Statistics 


Vot. XII, No. 4, Aprit 1959. Usual statistical material. 
Vor. XII, No. 5, May 1959. Usual statistical material. 


United Nations Economic Bulletin for Latin America 


Vot. III, No. 2, Ocroser 1958. Latin America’s Foreign Trade in the First Half of 1958. The 
International Banana Market: Its Evolution and Prospects. 


Econometrica 


Vo. 27, No. 1, January 1959. Quantitative Determination of an Optimum Economic Policy: 
C. J. van Erjk and J. SANDEE. The Aggregation Implications of Identifiable Structural Macro- 
relations: H. THe. Competitive Valuation in a Dynamic Input-Output System: R. M. 
Sotow. On the Existence of General Equilibrium for a Competitive Market: L.W. McKenzie. 
The Computation of Generalized Classical Estimates of Coefficients in a Structural Equation: R. L. 
BasMANN. On the Stability of the Competitive Equilibrium: II: K. J. ARRow, H. D. Biock 
and L. Hurwicz. ‘The Distribution of Employment Incomes: H. F. Lypaty. The Structure 
of Stochastic Difference Equation Models: M. Brown. A Note on Least Squares Bias in House- 
hold Expenditure Analysis: R. Summers; Comments: S. J. Prats. 
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Public Finance 
Voit. XIV, No. 1, 1959. The Taxation of the Transfers and Proposed Realignment of Tax 
Policies and Procedures within the Framework of the “‘Common Market”: P. B. DeRtius. 
Budget et politique économique le budget frangais de 1959: E. VessttuieR. Import Duties and the 
Basic Equations of Social Accounting: H. Burton. The Changing Pattern of Local Govern- 
mental Revenue in the United States: GC. W. Macy. The Limits of Taxation: A. Morac. 
Note on Incidence under Monopoly: P. H. Prasap. 


Kyklos 
Vou. XII, No. 2, 1959. The National Product of East Germany: W.F.Stoirer. How Auto- 
nomous is Public Investment?: S. Prease. The Affluent Society: E. HeEmmann. Keynes, 
Keynesians and Mr. Facobsson: A Note: Sir R. Harrop. Stability and Progress in the World 
Economy: H. W. Stncer. Planning for Economic Development: The Case of the Colonies: D. 
WALKER. 


American Economic Review 


Vor. XLIX, No. 2, May 1959. Papers and Proceedings of the Seventy-first Annual 
Meeting of the American Economic Association. 


The Annals of the American Academy of Political and Social Science 
Vox. 323, May 1959. Partnership for Progress: International Technical Co-operation. 


The Quarterly Journal of Economics 


Vor. LX XIII, No. 2, May 1959. Impact of Unions on Wage Levels and Income Distribution: 
R. Ozanne. U.S. Balance of Payments in the Recession: J. H. Furtu. Credit Policy at the 
Discount Window: C. R. WuitTLesey. A Modern Treatment of the Ricardian Economy: II: 
P. A. SamuEtson. Economies of Scale: Some Statistical Evidence: F.T. Moore. Consumer 
Reactions to Inflation: E. MurE.ier. Mill and the Law of Markets: B. A. Batassa. Em- 
pirical Significance of the Real Balance Effect: T. Maver. Dynamic Shortages and Price Rises: 
The Engineer-scientist Case: K. J. ARRow and W. M. Capron. Hicks’s Concept of Perfect 
Stability in Multiple Exchange: R. E. Kuenne. Dealer-Manufacturer Relationship in the 
Automobile Industry: A. Y.C. Koo. The Speculative Demand for Money: R. M. Davis. 


The Journal of Political Economy 


Vot. LXVII, No. 2, Aprit 1959. An Organizational Model of Soviet Industrial Planning: D. 
Granick. Price Expectations, Money Illusion, and the Real-balance Effect: J. H. Power. 
Criteria for Choice among Risky Ventures: H. A. Latant. Foster and Catchings: A Re- 
appraisal: A. H. Grieason. Income Protection for Farmers: A Possible Approach: B. C. 
SWERLING. 


The Review of Economics and Statistics 


Vo.. XLI, No. 2, Part I, May 1959. A Positive Debt Management Program: J. M. Cut- 
BERTSON. Dividends, Earnings, and Stock Prices: M. J. Gorpon. Terms of Trade Between 
the Soviet Union and Smaller Communist Countries, 1955-57: H. MENDERSHAUSEN. Com- 
petition and Retail Gasoline Prices: S. M. Lrvincston and T. Levrrr. A Linear Model of 
Cyclical Growth: H. P. Minsky. The Natural Resource Content of Foreign Trade, 1870-1955, 
and the Relative Abundance of Natural Resources ir. the United States: J. VANEK. Economic Im- 
plications of the Klein—Goldberger Model: J. CORNWALL. A Concept of Hoarding: R. E. 
Emmer. An Index of Soviet Construction, 1927/28 to 1955: R. P. Powetr. Labor Require- 
ments in Soviet Agriculture: A. G. FRANK. 

Vot. XLI, No. 2, Part II, May 1959. Who Saves?: I. Frrenp and S. Scuor. 


The Southern Economic Journal. 

VoL. XXV, No. 4, Aprit. 1959. Adam Smith’s Theory of Economic Growth: J. J. SPENGLER. 
Sugar: Excise Taxes, Tariffs, Quotas, and Program Payments: H. A. Wotr. ZInterest, Velocity 
and Price Changes under Hyperinflation: SHun-Hstw Cuov. Migration Effects of Sales Tax 
Disparity: C. 'T. Srewart. Impediments to ECE Clearing Operations: D. A. Weuts. A 
Reappraisal of Experience Rating: H. M. WAGNER. 

No. 275.—VOL. LXIX. RR 
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Harvard Business Review 


Vo . 37, No. 3, May-June 1959. Realities of our World Position: P. F. DRucKER. Oil in 
the Western Hemisphere: C.F. Owen. Business Moves to the Industrial Park: R.T. Murpny 
and W. L. Batpwin. The Project Manager: P. O. Gavois. How to Assess Investment 
Proposals: R: H. Batpwin. Tightening the Federal Purse Strings: H. W. Bevis. Of Tim 
and the Worker: P. FRAIssE. 


Foreign Affairs 
Vot. 37, No. 3, Aprit 1959. New Tests for NATO: P.H.Spaax. Soviet Aims and German 
Unity: F. J. Strauss. Toward More Stable Money: P. Jacossson. Substance and Shadow 
in the Soviet Seven Year Plan: O. Horrrpinc. Class and Conflict in British Foreign Policy: 
P. WorsTHORNE. Franco-German Coexistence at Last?: G. P. Goocu. Pan-Africanism: A 
Dream Come True: P. M. Henry. Accountable Government in Argentina: J. J. KENnepy, 
Student Politics in Latin America: The Venezuelan Example: S. W. WASHINGTON. 


Review of Social Economy 


Vo. XVII, No. 1, Marcu 1959. U.S. Economic Foreign Policy and the Escape Clause: C.J. 
Watusn. The Objectives of Social Security: E. E. Wrrre. The Concept of Social Justice: 
Some Current Applications: R. JaNcauskas. The “‘ New Inflation” —The Theory and Prob- 
lems of Cost-push Price Rises: R.L. Porter. The Better Judgment Hypothesis: An Approach 
to Consumer Welfare Analysis: W. J. Birkry. 


The Journal of Accountancy 


Vou. 107, No. 5, May 1959. The Federal Budget: The Deeper Issues: M. H. Srans. 
Punched Tape Accounting for Smaller Business: D. A. ScHwARTz. Health and Welfare Fund 
Audits. Understanding and Utilizing Standard Costs: D. C. Brasston. Reporting on Cash- 
basis Statements: M. M. Devore. 








Vot. 107, No. 6, June 1959. What the CPA can Do to Help Small Business: C. W. Cueex. | 


Modern Sampling Methods: D. D. Davis and A. RounsAVILLE. 


Revue d’Economie Politique 


Vor. 69, No. 2, Marcu-Aprit 1959. Le réle d’Emile Borel dans la théorie des jeux: M. 
FrécuetT. Sur un point d’histoire: Le niveau de la stabilisation Poincaré: J. Ruerr. Un 
programme de stabilisation économique, financiére et sociale pour la France: A. Rucina. Chronique 
de conjoncture: J. L. GuGLieLMi and P. CARRERE. 


Revue Economique 


Vot. X, No. 3, May 1959. Le nouveau modeéle de I’ économie collective en U.R.S.S.:_ H. WRONSKI. 
L’intérét personnel dans le systéme d’économie socialiste: P. KenpE. Théorie marginaliste de la 
di de de con ation: R. Vuarwer. Le dépassement du salariat, sur exemple suisse: J. 
VALARCHE. Grande entreprise et décentralisation industrielle: G. THurLuerR. L’institution- 
nalisation due profit: M. PENOUuIL. 





Revue de Science Financiére 


Vot. LI, No. 2, Aprit—June 1959. Quelques aspects économiques et monétaires due régime fiscal 
Srangais des amortiseements et provisions: R. BLANCHER. Aspects juridiques de la dotation en 
capital des entreprises nationales: P. Lavicne. Réflexions sur la récession américaine: J. P. 
Martin. Fiscalité agricole et développement économique: G. Ruiumre. Réflexions sur la 
— Sinanciére frangaise: le débat Pinay-Chaladon, élément d’une querelle millénaire: M. 

OBINE. 


Journal de la Société de Statistique de Paris 


Vor. 100, No. 1-3, January—Marcu 1959. Les prix de revient de travaux de mécanique: M. 
Dumas. L’automatisation dans la préparation des documents statistiques a l’exploitation: P. PEPE. 
Définition et mesure de la productivité: L. A. Vincent. Comparabilité de certaines caractér- 

istiques socio-économiques dans les recensements de 1960 en Europe: M. BricHLer. 
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Consommation 


No. 1, January—Marcu 1959. L’analyse régionale des dépenses des ménages: H. Faure. 
Variations régionales des consommations alimentaires: CC. SeipeL. Etude régionale des con- 
sommations pharmaceutiques: A. VESSEREAU. 


Cahiers du Séminaire d’Econométrie 

No. 5, 1959. Production, investissements et productivite. La notion de fonction de production: 
H. Lavaitt. Du capital envisagé comme une variable économétrique: ‘T. BARNA. A la re- 
cherche d’un critére de rentabilité pour les investissements importants: J. LrEsouRNE. Les 
courbes de cotits de production en théorie et en pratique: M. E. ScHNEwER. Réflexions sur les 
indices de productivité: M. Marcue. Réflexions sur le lien entre salaire et productivité: M. R. 
Rémery. Méthodes de productivité et tarificaiion des transports routiers: J. DURAND. Mesures 
de productivité dans le transport aérien: G. PILk. 


Bulletin de U Institut de Recherches Economiques et Sociales 


Voi. XXV, No. 3, Aprit 1959. La conjoncture économique de la Belgique: L. DUQUESNE DE LA 
VINELLE. 


Annales de Sciences Economiques Appliquées 


Vou. 17, No. 1, Marcu 1959. Une richesse nouvelle au Congo belge: le tourisme, son importance, 
son organisation, ses problemes: E. L. Cornewis. Théorie des tarifs douaniers pour un monde 
dynamique: K. Hoxrsix. D’un moyen trop peu connu pour améliorer le rendement d’une entreprise: 
R. Kurz. Frédérick Wilson Taylor (1856-1915), un premier centenaire: J. BoDDEWyYN. 
Perspectives de rentabilité des centrales nucléaires en Belgique et aux Etats-Unis: G. R. SMEKENS. 

Voi. 17, No. 2, May 1959. Apergu de la conjoncture économique en Belgique. L’entreprise de 
travaux publics devant le probléme de construction d’autoroutes: R. LATINNE. Les investissements 
directs privés des Etats-Unis dans le Marché commun: M. C. BLANCHAERT. 


Revue de [’ Institut de Sociologie 


No. 2, 1959. Science et technique: aspects sociologiques: J. PELSENEER. Sociologie des organisa- 
tions internationales: P. VeELLas. Révisionnisme et néo-révisionnisme: A. WAUTERS. Travail 
des femmes et natalité: J. Morsa. 


Die Weltwirtschaft 
No. 1, 1959. Weltwirtschafilicher Uberblick. Lénderberichte. Marktberichte. 


Schmollers Jahrbuch 


Vor. 79, No. 1, 1959. Otto von Zwiedineck-Siidenhorst: G. ALBRecHT. Primat der Wirt- 
schaft?: W. Weppicen. Zur Theorie der Devisenbewirtschaftung: R. KerscHAGL. Ar- 
beitsethos: Eine Einftihrung in seine Geschichte: E. ScumreDER. Soziologie als Lebenskunstlehre: 
Ru Otto Kiihnes “* Allgemeiner Soziologie”’: L. v. WtEsE. 

Vo. 79, No. 2, 1959. Die Lohntheorie im Geiste der Wirtschaftssynthese: B. Iscupotpin. Die 
gewerkschaftliche Lohnpolitik in der Weimarer Republik und in der heutigen Bundesrepublik: F. 
a and I. Popcajetz. Der Deutsche Zollverein und die monetdren Probleme: W. M. F. von 

ISSING. 


Jahrbiicher fiir Nationalékonomie und Statistik 


Vor. 171, No. 3, Aprit 1959. Einige Bausteine zur Vereinfachung der Zinstheorie: H. Ber- 
NADELLI. 


Wirtschaft und Statistik 


Vor. 11, No. 4, Aprit 1959. Der Umfang der Erwerbstatigkeit im Oktober 1957: K. Horst- 
MANN and S. Kouier. Neuberechnung der Indices iiber die Verdienste und die bezalten Wochen- 
studen der Industriearbeiter: K. HorstMANN and W. DrckeNn. 

Vor. 11, No. 5, May 1959. Das Sozialprodukt im Jahr 1958 nach Wirtschaftsbereichen: K. H. 

Raase. Die Bilanzstruktur gewerblicher Unternehmen: K. HERRMANN. Die Lebenshaltung 

von Arbeitern in den Montan-Industien: M. ENGELMANN. 
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Wirtschaftsdienst (in German with English Digest) 
Vot. 39, No. 4, Aprit 1959. Can Price Reductions Start a Quantity Boom? Size of Plants and 


Economic Efficiency in the Iron and Steel Industry: K. P. Vietz. Achievements in the Design of 


Wood-working Machinery: K. H. GierrsMANN. Future Aspects of Traffic at the Port of Ham- 
burg: M. Lenk. 

Vot. 39, No. 5, May 1959. The Much-disputed Corporate Law Reform. Objective Criticism in 
the Report of the Federal Cartel Office. The Legal Position of the Worker in Future Europe: W. 
BrrKELBACH. Future Aspects of Traffic at the Port of Hamburg: M. LEn«x. 


Bayern in Zahlen 
Vo. 13, No. 4, Apriz 1959. Die Wanderungen iiber die Landesgrenze Bayerns 1958: W. 
Marr. Die tédlichen Unfalle in der Landwirtschaft in Bayern seit 1955: J. Fitser. Das 
Kraftfahrzeugreparaturhandwerk in Bayern: H. LEHMANN. Bayerns kommunale Haushalte im 
Rechnungsjahr 1957: J. WirnsHoFER. Das Pfandleihgeschaft in Bayern 1957 und 1958: H. 
Mayr-ERLACHER. Die Arbeiter-und Angestelltenverdienste in Industrie und Handel in Bayem 
1958: A. HERR. 


Schweizerische Zeitschrift fiir Volkswirtschaft und Statistik 
Vot. 95, No. 1, Marcu 1959. Preisstabilitat, wirtschaftliches Wachstum und Einkommensvert- 
eilung: G. Bompacu. Die Armut des Historizismus: Theorie und Geschichte: V.¥. WAGNER. 
Pioniere und Pioniergewinne: G. Merx. Der Einbau der organisierten Interessen in der Staat: 
E. Gruner. Dienstleistungen im Familienbudget: J. Rosen. Verstédterung als sozialer Pro- 
zess: P,. ATTESLANDER. 


Keitschrift fiir Nationalékonomie 
Vox. XIX, No. 1-2, 1959. The Ideological Influence in Schumpeter’s Thought: M. Gotruts. 
The International Equalization Fund: F. Muiynarsxt. On the Treatment of Distance in 


International Trade Theory: W.G. Me.ton. Die volkswirtschaftliche Produktionsfunktion in 
dynamischer Betrachtung: E. STREISSLER. 


Monatsberichte des Osterreichischen Institutes fiir Wirtschaftsforschung 


Vot. XXXII, No. 4, Aprm 1959. Die wirtschafiliche Lage in Osterreich. Die Ausgaben fiir 
Schulbildung. Neue Indizes der Verbraucherpreise. 
Voi. XXXII, No. 6, June 1959. Die dsterreichische Konjunktur im Friihjahr 1959. 


De Economist 

No. 4, Aprit 1959. De concurrentiepositie van 82 Nederlandse uitvoerprodukten bij de aanvang van 
het in werking treden van de Euromarkt: I. E. G. vAN DER Boor and A. F. VELpKamp. De 
reorganisatie van de Russische machine-traktorstations in wijder zicht: II: J. Huryts. 

No. 5, May 1959. Some Refitctions on Economic Power and Economic Theory: M. J. ULMER. 
Ontwikkeling en structuur van de Nederlandse uitvoer: E.H. VAN DE Poti. een studie over de 
Wet Toezicht Kredietwezen: F. REPE.tus. 

No. 6, June 1959. Optimale vervoerprijzen: C.J. Oort. Leen inleiding tot de monetaire gesch- 
iedenis der Verenigde Staten: A. M. DE JONG. 


Ekonomisk Tidskrift (Swedish Text) 


Vor. LXI, No. 1, Aprit 1959. Notes on a Consumption Theory for the Affluent Society: A. 
Osruinp. Statistical Theory and Public Statistical Production: T. DALENtus. Some Notes on 
the Theory of Index Loans: G. ARVIDSSON. 


Skandinaviska Banken Quarterly Review 


Vor. 40, No. 2, Aprit 1959. International Lending as a Spur to Economic Development: E. R. 
Brack. Employment Policy during the Recession: B. Otsson. The New American Market for 
Small Cars: H. Brems. 


Banca Nazionale del Lavoro Quarterly Review 


No. 48, Marcu 1959. The Return to Convertibility: 1926-31 and 1958—?: R. TRriFFIN. 
Economic Growth in Western Europe 1870-1957: A. Mavpison. Federal Reserve System 
Discount Policy: J. A. KAREKEN. 








eS 








“and 
mn of 


lam- 


Das 
> im 


yern 


ert. 
ER. 


Pro- 


EB, 


1 in 


fiir 


van 


De 


ER. 


ch- 














1959] : RECENT PERIODICALS AND NEW BOOKS 613 


Moneta e Credita (Banca Nazionale del Lavoro Quarterly Review) 


Vor. XII, No. 45, Marcu 1959. JI ritorno alla convertibilita: 1926-31 e 1958-?: R. TRiFFIN. 
Agricoltura, sviluppo economico e Mercato Comune: A. and A. PENNACCHIETTI. Sviluppo 
economico e liberalizzazione dei movimenti di capitali in Italia: F. MasERa. Commercio inter- 
nazionale e problemi di sviluppo dei paesi arretrati: R. ZANELETTI. 


Review of the Economic Conditions in Italy (Banco di Roma) 


Vou. XIII, No. 1, January 1959. Special issue on policy for the development of Southern Italy. 
Balance of Policy in Favour of Southern Italy: P. Camprcui. Activity of the “ Cassa per il 
Mezzogiorno”: G. Pescatore. Effects of the Policy for the Development of Southern Italy on the 
National Economy: A.Moutnart. The Industrial Credit Policy in Southern Italy: F. VENTRIGLIA. 
Changes in Sicilian Economy between 1947 and 1957: G. Mrrasetta. The Economic Develop- 
ment of Sardinia: Results and Prospects: G. Detta Porta. Facilities for the Development of 
Southern Italy (as provided by the laws issued up to December 31, 1958). 

Vou. XIII, No. 2, Marcu 1959. Monetary Panorama: C. Bresciant TuRRONI. Situation of 
Municipal Finance in Italy: T. Scrrtone. Topical Aspects and Problems of Italy’s Wage Policy: 
C. VANNUTELLI. 

Vout. XIII, No. 3, May 1959. Situation and Prospects of the Italian Motor Industry: R. 
Biscarett1. Building Fluctuations and Business Cycles in Italy, 1863-1945: M. TALamona. 
National Income, Investments and Savings: G. Scanca. Competition Rules in the EEC Treaty: 
S. ILARDI. 


Italian Affairs 
Vor. VIII, No. 1, JANUARY—FeBRUARY 1959. International Roads and Highways. Develop- 
ment in Civil Aviation. Unemployment. 
Vor. VIII, No. 2, Marcu-Aprit 1959. Banking Activities. State Monopolies. Public 
Relations in Italy. Electrical Industry. Consumption Tax. 


Revista de Desarrollo Econémico 


Vot. 1, No. 1, OcroperR—DecEMBER 1958. Un esquema general para el andlisis de la inflacién: 
el caso de Chile: O. SuNKEL. Concepto y finalidad del desarrollo econémico: F. J. HERSCHEL 
and R. F. Cisorrt. La utilizacién del modelo de insumoproducto en las proyecciones de la 
economia argentina: M. Bausoa. La evaluacidn de los proyectos de inversién. Notas sobre la 
politica econédmica del mercado comun: A. F. Monti. El sistema impositivo de la Provincia de 
Buenos Aires. Distribucidn de la propiedad agraria en la Provincia de Buenos Aires. La inversién 
publica provincial. 


Revista de Economia 
Vor. XI, No. IV, DecemsBer 1958. A evolugdo demogrdfica nacional e o desenvolvimento 
econémico: J. J. Pars Morais and A. Costa Lear. Breve introdugdo ao estudo dos modelos: 
F, MARQuEs DA Siva. Os novos grupos electrénicos de administragdo: M. L. BARDANE. 


Kyoto University Economic Review 
Vot. XXVIII, No. 1, Aprit 1958. The Organisation of the Shipping Market: S. Sawa. 
Japanese Economy in the Inter-war Period: H. Aoyama and T. Nisurkawa. The Problem of 
Japanese Emigration: K. Ono. 


Economic Bulletin of the National Bank of Egypt 


Vor. XI, No. 4, 1958. Convertibility. Lancashire and Egyptian Cotton. Egypt’s Balance of 
Payments Estimates, January-June 1958. 


Voprosy Ekonomiki (Russian text; an English translation is also published) 

No. 2, 1959. A Decisive Stage on the Road to Communism. The National Income of the U.S.S.R. 
and its Utilisation in the Seven-year Plan: N. Lacutin and V. Sxuratov. The Seven-year 
Plan and the Development of the World Socialist System: I. Duptnsky. Industrial Development 

in the Seven-year Plan: S. KHEINMAN. On the Statistical Study of Specialisation and Co-operation 

in Industry: N. Gracuev. The Technical Re-equipment of Railway Transport and Problems of 
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Economic Efficiency: A. MixHeev, V. Dorrriev and Y. SHuxstat. Some Problems in In. 
proving Economic Planning: V. Koxrtsov. Strengthen Material Incentives in Collective Farm 
Production: M. Osepxo. The Role of Scientific Technical Co-operation among the Socialist 
Countries in Developing and Strengthening the World Socialist System of Economy: V. Gore oy, 
On Contemporary Bourgeois Theories of the Business Cycle: P. OLDAK. The Guaranteed Mons 
Wage in Collective Farms: T. ZastavskayA. On Labour Payment in Collective Farms: G, 
Lisicukin. A Meeting on Questions of Improving Labour Remuneration on Collective Farms: 
S. Rusincuix. The Prague Meeting of Economists from Socialist Countries: A. Stupov. 4 
Delegation of Soviet Economists in France: Yu. K. A Meeting of Soviet and Chinese Economists 
in Harbin: A. M. 

No. 3, 1959. Some Problems of the Development of the Political Economy of Socialism at the Present 
Time: L. Gatovsxy. Fraternal Co-operation and Mutual Aid among Socialist Countries; 
N. Sttuyanov. On the Relationship between the Rates of Growth of Industry and Agriculture in 
the U.S.S.R.: A. Koryacin. The Modernisation of Equipment—an Important Task of the 
Seven-year Plan: A. ZHpaNnov. Problems of Material Incentives in State Enterprises: A. 
ZartsEv and F. Dronov. At a New Level of Economic Development: B. DyusHALIEV. On 
the Specialisation of Agriculture: S. Kutikov. On Economics Curricula: G. Koztov. Socialist 
Property and Goods Production under Socialism: G. ZAostROvTSEV. On the Necessity of Goods 
Production under Socialism: G. Dikutyar. A Critique of the Economic Theories of Contemporary 
Bourgeois Reformists and Revisionists: L. VoZNESENSKY, F. VoLtkov and G. KHRomusuHin. 
On Cost Accounting in Collective Farms: L. BuLocHNikova and V. Korocukin. Set in 
Order Labour Payments in Collective Farms: N. Krrrenxo. Cost Accounting and Raising the 
Profitability of State Farms: 1. Novixov. A Joint Scientific Session on Problems of Diverting 
the Productive Resources of Central Kazakhstan: K. KHozHANAzAROV. The Work of the 
Institute of Economics of Latvia: V. Puronas. In the Institute of Economics of Azerbaidzhan: 
A. ZARGAROV. 

No. 4, 1959. The Fulfilment of Lenin’s Ideas of Communist Construction: L. LEONTEV. Current 
Problems of Soviet Economics: V. Nemcuinov. The Electrification of the Economy and the Rise 
in the Productivity of Social Labour: D. Karpuxutin. Technical Progress and the Improvement 
of Forms and Systems of Wage Payment: D. MEERzON. Some Problems of the Development of 
Catering in the Seven-year Plan: B. Gocot. On Repair—Technical Stations and Collective 
Farms: A. Kuanuovsxy. Problems of Computing Non-working Time: G. PRUDENskyY. 
Contemporary Bourgeois and Reformist Theories of Inflation: E. BREGEL. Amortisation and 
Questions of Financing Repairs and Modernisation of Fixed Assets: P. BuntcuH. The Economic 
Development of the World System of Socialism: G. Gertsovicu. On Some Problems of Bringing 
Collective—Co-operative and Social Property Closer Together: L. Kauintn. The Seven-year Plan 
and the Study of the Productive Resources of the U.S.S.R.: N. Gerasmmov. In the Institute of | 
Economics of the Turkmen S.S.R.: R. ATADZHANOV and B. Fainser. What Polish Economists 
are Studying: K. SoKOLovsky. | 

No. 5, 1959. On the Rates of Accumulation in the Period of the Massive Construction of Com- 
munism: A. Notxin. On Ways to Bring Collective—Co-operative and Social Property Closer | 
Together: P. Persuin. The Population of the Soviet Union: P. Popyacuixu. The Foreign } 
Trade of the Soviet Union in Present-day Conditions: N. Ortov. Changes in the Fuel-consum}- 
tion Pattern during the Seven-year Plan: E. Soxotova. State Enterprises in the New Conditions 
of Industrial Management: R. Kuarrina. On the Introduction of Mathematics into Economic 
Accounting: P. Mastov. Problems of Livestock Specialisation in the Current Seven-year Plan: 
L. ZALTsMAN. Commodity Production and Value Categories in a Socialist Economy: P. ERvEs. 
On the Relationship between Purchasing Power and Production under Socialism: A. STANISLAVSKY 
and V. SuHtTipetMan. The Economic Growth of the Eastern Regions of the U.S.S.R. in 1959-65: 
V. Upovenxo. On the Reform of the Administration of the Bulgarian Economy: V. Sua- 
BUNINA. The Institute, the Sounarkhoz and Production: A. ZapLavny. The Scientific Re- 
search Activity of the Bulgarian Institute of Economics: D. BRapisTILov. 





—— 


ee 


Planovoe Khozyaistvo (Russian text) 


No. 2, 1959. The Historical Decisions of the Congress of Builders of Communism. The Chemical 
Industry in 1959-65: B. Arrncorn, A. KupryAvETSvE and A. RyasenKo. Problems in 
the Development of Non-ferrous Metallurgy in the Seven-year Plan: M. Gotynsxy. Some 
Problems of the Development of Engineering in the Seven-year Plan: M. Asvaupov. Prospects 
for Soviet Trade in the Seven-year Plan: V. Tyuxov. The Seven-year Plan and the Rise in 

Personal Material Welfare: F. Kosnetev. Basic Trends in the Industry of the Armenian 

Economic Administrative Region: S. OGANESYAN. Industrial and Building Development in the 
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Stalingrad Economic Administrative Region in 1959-65: I. Sunttsyn. Some Problems of 
Technical Progress and the Economics of Construction: A. ETMEKDZHIYAN. 


No. 3, 1959. Socialist Reproduction in the Period of the Realisation of the Seven-year Plan: G. 


Perov. Basic Tasks of Ferrous Metallurgy in 1959-65: “VV. KuLesnikov. Problems in the 
Development of Machine-tool Engineering in 1959-65: A. ViLapzievsKy. Grain Production 
in the Seven-year Plan: A. Lisenxov. The Growth of the Food-processing Industry of the 
U.S.S.R.: A. Gavritov. The Raw Materials Base and the Development of the Chemical 
Industry of Eastern Siberia: N. Nexrasov. The Yaroslav Economic Administrative Region in 
the Present Seven-year Plan: 1. Fetisov. Scope for Increasing the Production of Cement: P. 
PLYASUNKOV. 


No. 4, 1959. The Great Living Force of Lenin’s Ideas of Economic Planning. The Seven-year 


Plan—a Decisive Stage in the Fulfilment of the Basic Economic Tasks of the U.S.S.R.: L. 
VoLopARsKY. The Seven-year Plan for the Development of U.S.S.R. Industry: P. Ivanov. 
Stock-breeding in the Seven-year Plan for Economic Development: K. Bezporopov and K. 
Bropov. Problems of Organising and Planning Material-Technical Supply: Yu. Kowpo- 
masov. The Economy and Culture of Soviet Kazakhstan in the Seven-year Plan: T. TULEBAEV. 
Planning Labour Productivity in Construction: N. Maxsmmov. On the Further Growth of 
Capacity for the Hot-rolling of Steel: N. BARYsHNIKOV. Improve the Exploitation and Main- 
tenance of the Housing Stock: A. Nrxotarv. In the Council of Economic Regions. A Meeting 
on Plan Fulfilment of Retail Turnover. 


No. 5, 1959. The Seven-year Plan and the Development of Co-operation between the Countries of the 


Socialist Camp: B. MirosHNICHENKO. Cutting Construction Time and Costs in Building 
Thermal Electric Stations: L. Gupxevicu. The Urgent Tasks of Draughting Organisations: 
N. Korosov. Specialisation and Co-operation among Engineering Plants in the Seven-year Plan: 
N. Ortov. The Development of Light Industry in the Seven-year Plan: N. CHesnoxov. The 
All-round Growth and Improvement of Public Catering—an Important State Task: V. Zorov. 
From the Experience of a Collective-farm in Drawing up Its Seven-year Plan: A. ANIsiMovA and 
I. Koryapin. On Indicators of Agricultural Production per 100 Hectares of Ploughland: M. 
Gritskov. Specialised Bases—a New Form of Material-Technical Supply for Industry: N. 
ZHEREKHOV. Prospects for the Growth of the Oil Industry in Orenburg Economic Administrative 
Region: V. NursHanov. Planning Metal Output in Ferrous Metallurgical Enterprises: S. 
FiuipPov. 
Finansy S.S.S.R. (Russian text) 


No. 3, 1959. A Programme of Immense Labour and Tasks of Financial Control in Construction: 


P. PopsHtvALENKO. For a Successful Fulfilment of the State Budget of the R.S.F.S.R.: 1. 
Fapeev. Unfinished Construction and Ways to Curtail It: 1. Ser and B. Saspin. Strengthen 
Control over the Estimate-cost of Construction: R. Betxina. Urgent Problems of Financing 
State Farms: V. Semenov. Better Correspondence Courses Should be Provided for Students of 
Finance: P. PsHentcuny. On the Tariffs of Turnover Tax: G. RABINOVICH. Questions of 
Local Taxes and Levies: P. Vasttev and N. Suirxevicu. The Generation and Use of the 
Special Consumer-goods Fund: L. Pavtova. The Necessity for Stricter Conditions (in Alloca- 
tions to the Special Consumer-goods Fund): 1. BetospzHetsky. The Analysis of the Financial 
Situation and Profitability of Sovunarkhoz Industry: S. BARNGOLTS. 


No. 4, 1959. The Financial System in the Struggle Sor Fulfilling the Decisions of the XXI Party 


Congress: A. Zverev. New Practice in Planning Money Circulation: V. Srrnin. The 
Development of the Economy and Culture of Bashkiria: S. Bautev. All Enterprises Must Work 
ata Profit: A. Pucotovxin. Internal Reserves in Non-ore Mining: M. Bortsov-REsRIN and 
A. Dan. Improved Economic Parameters: A. IvANov. On the Economics of Local Industry: S. 
Mutin and S. StrizHevsky. Large Losses from Unbusinesslike Policies: V. Foxina. Bring 


‘Moribund Reserves into Use: L. SELEZNEV. Accounts with the Budget on Profit Deductions: 


V. Samortov and V. Parevsxy. Financial Policy and the Budget in Poland in 1959: T. 
Dirricu. 
Dengi i Kredit (Russian text) 


No. 2, 1959. The Tasks of the State Bank in the Light of the Decisions of the XXI Party Congress. 


For a Further Strengthening of Money Circulation in the Country: A. KorovusHxin. On 
Changes in Credit Finance for Trade: V. UsHaxov. A Meeting on Problems of Money Circula- 
tion. Money—lIts Necessity and Essence under Socialism: YA. Kronrop. Some Problems of 
Planning and Using Working Capital: S. VERGuN and I. Suirrin. Development Perspectives 
Sor Mechanising Accountancy in the State Bank: A. IvANCHENKO. A Critique of the Bourgeois 
Theory of an Inflationary Spiral of Wages and Prices: E. BREGEL. 
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No. 3, 1959. The Development of Agriculture in the Seven-year Plan and the Tasks of the State 
Bank. Problems of Cost Accounting in Industrial Enterprises: M. Pesser. The Function of 
Money in a Socialist Economy: Ya. Kronrop. On the Problem of the Role of Credit in U.S.S.R. 
Monetary Circulation: S. SHTEINSHLEIGER. The Tasks of the State Bank in Controlling Wage 
Bill Outlays: M. Korxov and V. Turxovsxy. Review the Standard Excess Payments of 
Wages which May Be Made when Production Plans are Overfulfilled: L. GALIMON. Some 
Problems of Credit Finance for the Turnover of Goods: N. Lasrrstan. Credit for the Turnover of 
Enterprises of the Chemicals Industry: M. SEREVRYANY and R. Kopper. The Introduction of | 
Partial Convertibility of West European Currencies: A. Evreiskov. On the Nationalisation of | 
Dutch Banks in Indonesia: O. Kutxov. 

No. 4, 1959. Improve Bank Control of the Rouble: P. Nosko. Some Problems of Improving 
Credit to Industry: M. INGERMAN. On Forms and Methods of Extending Credit to Collective 
Farms in the New Conditions: Su. ButusHev. Improve the Planning and Use of Working 
Capital of Enterprises: V. SHevetev. On the State Bank’s System of Control over the Wage 
Fund of Industrial Enterprises: A. VouicHenko. The Effectiveness of Introducing Differential 
Credit-ratings in the Timber-cutting Industry: A. CHEBLakov. On the Control by the State } 
Bank over the Activity of Communications Enterprises: A. VeREsov. First Results of the Intro- 
duction of Differential Credit-ratings by the Albanian State Bank: J. Bosunaku. The Albanian 
State Bank’s Control over Wage Outlays: K. Hort. 

No. 5, 1959. The Reorganisation of Long-term Investment Banks. Problems of Organising Money 
Circulation in Economic Regions. Strictly Enforce Credit Discipline: N. BARKovsky. Improve 
Control over Fulfilment of the Credit Plan: Z. SiwetntkovaA. On the Question of Ways to Unify 
Short-term Credit: M. Yampousky. Further Strengthen Cost Accounting in Railway Transport: 

I. Garser. The Statistical Analysis of the Credit Operations of the State Bank: A. TErRTUus. 





Vestnik Statistiki (Russian text) 


No. 2, 1959. The XXI Congress of the Communist Party of the Soviet Union. Prepare in Time and | 
Efficiently the Material of the All-Union Census of Population: S. NestukHovsky. On In- | 
dicators of Specialisation in Industry: R. Peruxnov. The Problems of Calculating Labour | 
Productivity in Collective and State Farms: D. Dumnov. Problems of Computing Divergencies | 
between Price and Value in Establishing the National Accounts: G. Soroxin. On Elaborating a 
System of Regional Indicators of Labour Productivity: P. lore. 

No. 3, 1959. The Seven-year Plan and Tasks of Soviet Statistics: V. Starovsky. Socialist 
Industry—the Basis for Creating the Material-Technical Foundations of Communism: A. Kursky. § 
The Main Tasks of Capital Construction Statistics: N. SHcHapitov. On Methods of Computing 
Depreciation: A. Doponov. Experience in Sampling for the Bulgarian Census of Population: 
D. BaLevsky and V. Tsonev. Some Problems of Establishing Indicators of the Volume of 
Production: 1. Mary. On Methods of Constructing Territorial Index Numbers: L. KaAzinets. 
The Work of the Statistical Administration after the Centralisation of Reporting: 1. VERSHININ. 
From Experience in the Economic Analysis of Reports: 1. GALTSEvV. 

No. 4, 1959. On the Lenin Road. The Growth of Agricultural Production in the Seven-year Plan 
and Questions of Procurement Statistics: Z.'TREsORUKOVA. Experience of Introducing Sampling 
into the Primary Reporting of Capital Utilisation: S. YaMpotsKy. On the History of National 
Accounting in the U.S.S.R. During the Pre-war Five-year Plans: P. Moskvin. On Censuses of 
Production in Britain: V. Kuprov. On Methods for Measuring Labour Productivity in the 
Industry of an Economic-administrative Region: A. RotsHte1n. The Economies of the Popular 
Democracies in 1958: V. Vuapmirsky. On the Statistical Analysis of the Factors Affecting 
Labour Productivity: YA. ViprevicH. On the Methodology of Measuring Output in Trial | 
Runs in Engineering: B. GONCHARENKO. In the Scientific Methodological Council of the Central 
Statistical Administration: 1. B. Reporting Capital Investments by Collective Farms and Inter- | 
farm Building Organisations: K. Davypov. 





Ekonomista (Polish text, English and Russian summaries) 


No. 1, 1959. Some Problems of the Increase in Agricultural Production by 1975 in Connection with 
the Question of Food Supply to the Population: W. Mistuna. The Problem of the Distribution of 
Investment Input Between the Different Sectors and Branches of the National Economy and the 
Mechanism of this Distribution: Z. Knystax. 3. Ryng on the Socio-Economic Structure of the 
Polish Countryside: B. Garxski. The Optimum of Production in the Socialist Economy: H. 

FiszeL. A Contribution to the Theory of Land Rent under Capitalism: A. Runowicz. The 

Economic Situation of France as Compared with the Pre-war Period: A. SzzEworski. Discussion 
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on the Long-term Plan 1961-75: J. Listxrewicz. The Aggregate Price Index in the Light of the 
Needs of Economic Analysis: L. RzEnpowsxt. The Problems of the Development of Income in 
Agriculture: M. CiePIELEWSKA. 


Gospodarka Planowa (Polish text) 


No. 3, 1959. The XXI Congress of the Communist Party of the Soviet Union—a New Stage of 
Competition between Two Systems. Prospects for the Social Division of Labour in Poland and the 
World Evolution of the Structure of Employment: A. J6zEFow1cz. Some Problems in the Long- 
term Estimation of Agricultural Employment: I. FRENKEL. For Correctly Proportional Develop- 
ment in Mining and Manufacturing: A. ApAMCzYK. Agricultural Production Potential to 1965: 
E. Gorzecak. The Prospective Development Plan for Animal Production: W. Krasicki and 
W. Misruna. Food-processing Industries and Their Development Prospects: E. RyBARCZYK. 
Poland Should Expand Its Export of Sulphur in 1961-65: Z. Wtszowaty. Prospects for Sales 
of Foodstuffs on Capitalist Markets: Z. ZeKonskt. Problems of Poland’s Division into Economic 
Regions: S. BeREzowski. The Economy of Capitalist Countries in the First Three Quarters of 
1958: L. S. Results of the Soviet National Economy in 1958: A. S. The Execution of the 
Hungarian Economic Plan in 1958: E. F. Problems of the Maritime Economy in the Work of 
Regional Long-term Planning Commissions: K. Poposk1. 

No. 4, 1959. Resolutions of the Polish United Workers’ Party Congress on Major Economic Tasks 
in 1961-65. For a Rapid Development of Polish Foreign Trade: A. KARPINsKI. Contributory 
Remarks to the Discussion on Foreign Trade: S. Stoca. Problems of Coal Output and the Coal 
Balance up to 1965: Z. Twarvowski. The New Housing Policy and Housing Development 
Trends: A. ANDRZEJEWSKI. Autonomy of an Industrial Enterprise in Matters of Investments: 
W. Lissowski. The Growth of Real Wages in 1955-58: J. Nuzcowsxi. Space Planning and 
Economic Planing: P. ZAREMBA. Comments on the Chinese Communist Party’s Resolution on 
People’s Communes: P. GuikMan. New Planning Methods Tested in Czechoslovakia: S. 
PoLtaczEK. The World Economy in 1958: J. ZpANowicz. Some Problems of Employment 
Policy in 1961-65: W. Bocusz. Is the Rise in Land Prices Advantageous?: K. SMOLENSKI. 
For a Proper Appraisal of the Rural Consumption Level: A. SwiDerski. More on Rural Con- 
sumption: K, SoKOLOWSKI. 

No. 5, 1959. The Productivity of Labour in Housing Construction: B. Kiersxt and M. ZuseE- 
Lewicz. The Scope for Shortening the Investment Cycle with Particular Reference to Ferrous 
Metallurgy: J. GwtazpziNsx1. For an Improvement of the Technique of Organising Investments 
in the Cement Industry: J. BoLKowskt and J. Sosttsk1. Programming Agricultural Investment: 
§. Oxoto-Kuzak. Fixed Capital, Labour and Industrial Output in the Leading Capitalist 
Countries: W. Lissowski. The Effectiveness of Foreign Trade and the Maximum Exchange-rate 
Coefficient: P. Guikman and S. PotaczeK. Price and Profit-margin Policies: R. Guo- 
wacki. Living Standards and Industrial Location: T. Mrzyctdép. Enterprise Funds in the 
First Six Months of 1959: Z. Dasrowa and Z. Mapgj. Capital Demands in the Developing 
Soviet Economy: A. Marxowski and M. Rakowski. The Productivity of Labour in Housing 
Construction Abroad: B. K. Some Problems of Controlling the River Oder and Its Basin: S. 
Gamski. Supply of Rural Markets with Building Materials: M. PoMiANowskKI. 


Planované Hospoddtstut (Czech text) 


No. 1, 1959. A Further Rise in Living Standards. The Results of the National Conference on 
Capital Construction: V. KomArex. Raising Efficiency in the Consumption of Materials in the 
Engineering Industry: J. HifpeK and J. Kopecky. Problems Involved in the Application of 
Norm Standards in Individual Units of Enterprises: V. Vix. The Annual Comprehensive 
Analyses of the Activities of Enterprises and of Their Supervisory Organs: E. Hr&exr. Discussing 
Once More the Question of the Theory of Management: Z. VERGNER. Questions Concerning 
Mechanisation in Road Haulage: B. ProcuAzkxa. Measuring Labour Productivity in the 
Ministry of Fuel: J. V8eT1&Ka. 

No. 2, 1959. A Summary of the Discussion on Wholesale Prices: K. Rozsypat. The Economic 
Development of Eastern Slovakia: L. KozAr. Pre-requisities for Economising Pig Iron: R. 
VeseLy. Raising the Intensity of Farm Output: S. Kume§ and J. Nevore. Methods of 
Determining Indices of Long-term Development of the Structure of Retail Turnover: K. Spat. 
The Profitability of Exporting and Importing New Kinds of Means of Work: J. PAviicex. 
Questions Relating to the Output of Commodities under Socialism: G. OumovA. The Repurchase 
Period in Evaluating the Effectiveness of Investments: B. Souxur. Introduction of a Bugetary 

Structure into the Czechoslovak Power Construction Programme: F. TROJANEK and M. HeEnzt. 
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No. 3, 1959. Entering the Decisive Stage of the Competition between Socialism and Capitalism, 
Creating the Economic Conditions for a Further Reduction of the Working Week in Czechoslovakia; 
M. Pick. Certain Problems Concerning the Evolution of the Consumption of Textile Products: 
J. Kresta. Questions Relating to the Expansion of the Output of Building Materials: J. 
CuurAGek and J. Krorra. What Constitutes and What Does Not Constitute a Commodity 
under Socialism: F. Outva. Long-term Standards for Personal Incentives in the Chemical In- 
dustry: E. Maur. The Establishment of Plans for the Rise of Labour Productivity in the Pit 
Enterprises of the Ostrava Coal Basin: J. Komp. Recomputing the Plan with the Aid of Machines 
during Price Changes: J. KRAKORA. 

No. 4, 1959. Problems Connected with Establishing and Supporting the Growth of Labour Pro- 
ductivity in Long-term Plans: M. Picx. Measuring Labour Productivity under the New Planning 
System: M. Soxor. Factors Influencing Production Costs, arid Reserves for Cutting Costs in the 
Chemical Industry: J. SuAMA. Bringing the Level of Farm Output in Slovakia to the Level of 
Farm Output in the Czech Provinces: R. KLEINEDLER. Problems Relating to the Determination 
of Price Relatives in the Hungarian People’s Republic: B. Cstxos-Nacy. The Long-term De- 
velopment of the Structure of Retail Turnover: M. Konoutex. Planning and Ensuring the 
Effectiveness of New Techniques in the Building Industry: V.JANGAR and V. KRENAR. Ques- 
tions Concerning Planning in a Metallurgical Enterprise: O. Fiata. The Production and Con- 
sumption of New Types of Steel: V. FRIEDRICH. 

No. 5, 1959. New Economic Measures in Agriculture: J. BARTUNEK. Problems of the Marxist 
Theory of Extended Reproduction: V. KomArex and L. Risa. Improving the Protection of the 
Atmosphere, Water and Soil: R. Rurrer. Expanding the Output of Building Materials: J. 
Krorta and J. CuurAéex. Methods and Problems Involved in Comparing the Level of Labour 
Productivity in Czechoslovakia and Abroad: J. JANKOvsk¥. Certain Problems Concerning the | 
Structure of Material Consumption: V. Renpi. The Finance and Planning of Bespoke Capital 
Outlay: V. Auicky. 

No. 6, 1959. Expansion of the International Socialist Division of Labour. Questions of Expanding | 
the Czechoslovak Metal Supply: J. GRAcER. Problems of Managing and Planning Agriculture: 
J. Marousex. Problems Concerning Thermal Plants and the Supply of Heat to Dwelling Units: 
J. Kurrirst. The Influence of Wholesale Prices on the Structure of the Production Programme: | 
M. Popetka. Drawing on Wage Funds: J. Hron. Experience of Co-operation between | 
Regional and District Planning Commissioners in the Plzen Region: M. Kuavik. The Importance 
of Introducing Advanced Machine Tools: A. KANKA. 





a 


~~ 


Planovo Stopanstvo (Bulgarian text) 


No. 1, 1959. A Programme for the Conquest of Successes towards Communism. Scope for a Sharp 
Rise in Agricultural Output during the Third Five-year Plan: S. Nesuev. Full Use of Industrial 
Capacities—a Basic Reserve for the Pre-term Fulfilment of the Five-year Plan: G. Grorcitv. 
Some of the Most Important Reserves for the Pre-term Fulfilment of the Five-year Plan by Co-opera- 
tive and Local Industry: D. Poppimirrov. The Establishment of the Financial Plan for Local 
Industries and Trade Enterprises: A. Ducnev. Scope for Reducing Costs in the Wagon Use in the 
Sofia District of the Railways: T. BaRBov. { 

No. 2, 1959. Law on Accelerating the Rate of Growth of the Economy, Improving the Material and 
Cultural Level of the People and Reorganising the Administrative and Economic Management of the 
State. Law on the 1959 Plan. The Total Mobilisation of Forces for the Accelerated Development 
of the National Economy. Ten Years of the Council for Mutual Economic Aid: R. Kuristozov. 
The Economic Leap Forward and the Improvement of the Workers’ Welfare: 1. Intev. On the 
Question of Net Output as a Basic Indicator of the Plan: G. ZHELEvV. Moral Obsolescence and the 
Need to Modernise Existing Fixed Assets: I. Rustwov. Reserves and Measures for Realising the 
Five-year Plan for Textiles Ahead of Schedule: P. VytKova. The Rational Use and Reclaiming 
of Lubricating Oils—a Source of Great Economies: M. Grerastmov and D. Ruscuev. Some 
Questions of the Cost and Price of Food in Restaurants: Ku. KHADZHINIKOLOV. 


reemmenee meen + 


ee 


Finansy i Kredit (Bulgarian text) 


No. 1, 1959. The New Tasks Facing Finance in Bulgaria: K. LAzArov. Some Questions of 
Price Formation during the Second Five-year Plan: P. KANALEV. Maximising the Economic 
Effect of Long-term Credit to Collective Farms: D. SapuNpzHtEv. Botev’s Views on Money and 
State Finance: K. Grerov. Material Incentives for Workers’ Collectives as a Factor in Raising 
Enterprise Profits: D. VAKARELSKI. Changes in Foreign Exchange Regulations in Westem 

European Capitalist Countries: A. S. and S. Ku. 
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No. 2, 1959. A Congress of the Builders of Communism. Socialist Ownership—the Base for Com- 
munal Construction in Bulgaria: K. Lazarov. The Role of Taxation in the Period of Transition 
from Capitalism to Communism: G. Momesuxt. New Standards for Supplementary Outlays in 
Construction: K. Zanev. The Steady Rise of the Economy of the Sandanski Region: S. 
PauiKARSKI. The Types of Working Capital and their Nature: L. RatcuHev. Finance in 
People’s Korea at the Service of Socialist Construction: Son Bon Ux. 

No. 3, 1959. For the ‘Fulfilment and Overfulfilment of the Revenue Part of the Budget. The State 
Budget for 1959—a Budget for the Economic Leap Forward of Bulgaria: G. Boxov. The Re- 
organisation of M.T.S.—an Important Stage in the Development of Agriculture: V. Toporov. 
Tasks of Bank Workers in the Analysis of 1958 Annual Reports: P. PetKov. Insurance Services 
to Co-operative Farms: D. Popvasitev. The Economy and Amortisation of Basic Funds Not in 
Commission: M. DrvepzuHiev. The Money and Credit System of the German Democratic 
Republic: N. TsAPKIN. 

No. 4, 1959. The Function of the Fixed Assets of Co-operative Farms in Assuring the Economic Leap 
Forward. The Place and Function of the State Savings Bank in the Financial System: 1. PALusky. 
The Role of Credit in the Composition of Working Capital in State Industrial Enterprises: D. 
Kasasov. Some Problems of the Relationship between Prices for Agricultural Produce and the 
Further Enrichment of Labouring—Co-operative Farmers: M. Petrov. For a Correct Evaluation 
of the Economic Effect of Loans for Minor Mechanisation: I. Docuev. Credit Advances by the 
Bulgarian Investment Bank for Capital Investment by Co-operative Farms: E. MIkHAILOV. 


Ikonomicheska Misl (Bulgarian text, French and Russian summaries) 


No. 9, 1958. The Mass Movement to Fulfil the Third Five-year Plan Ahead of Time. Progress in 
Industrial Technique—sScope to Fulfil the Five-year Plan Ahead of Schedule: A. MASHIAKH. On 
Indivisible Funds in Co-operative Farms: K. Zanev. Tariff Lists and the Socialist Principle of 
Labour Remuneration: M. Petev. The Effect of Militarisation on the Capitalist Economies: 
L. Danattov. Production and Prices of Ferrous and Non-ferrous Metals in Capitalist Countries: 
V. SESTRIMSKI. 

No. 10, 1958. . Science at the Service of the General Popular Movement for Fulfilling the Five-year 
Plan in the Shortest Possible Time. For a Further Acceleration of the Development of the Building 
Materials Industry: VV. Donxov and A. Izmiruiev. Production Costs in Engineering and 
Scope for Their Diminution: E. Itrev and D. Fratev. On the Construction of a Ship Canal 
and an Industrial Port at Devnia: T.Stomov. On Ricardian Rent in Bulgaria under Capitalism: 
T. Minxov. The Reform of Economic Administration in the German Democratic Republic: P. 
Hess and G. Manz. On Some Problems of the Long-term Development of the Albanian Economy: 
B. BARDHOSHI. 

No. 1, 1959. An Immense Programme for Rapid Economic Development. Changes in the Structure 
of Our Economy as a Factor in Accelerating its Growth: V. Nrktrorov. Ways to Improve the 
Use of Productive Capacity in Industry: P. Katev. Mergers of Co-operative Farms—A Higher 
Stage in the Development of Agriculture: P. Kiranov. Commerce as the Link between Production 
and Personal Consumption: A. ZAKHAvIEV. The Acceleration of the Velocity of Circulation of 
Working Capital—a Reserve for the Fulfilment of the Five-year Plan ahead of Schedule: I. 
KaTiIncHAROV. The Growth of the Hungarian Economy: G. Lazar. An International Meeting 
of Economists from the Socialist Countries: D. BRADISTILOV. 

No. 2, 1959. The Immense Programme for Building Communism in the U.S.S.R. Changes in the 
Class Structure of Our Society: K. Lazarov. The Character, Functions and Role of the Council 
Sor Mutual Economic Aid: M. Grenovskt. The New Economic Administrative Structure of the 
Country and Tasks in Delineating Economic Regions: D. BravistiLov. Geological Prospecting 
and Scope for Expanding the Extractive and Metallurgical Industries: K.Korev. The Modernisa- 
tion of Equipment and Sources for Its Finance: D. Kuristov. The Use of Man-power in Co- 
operative Farms: S. KARASLAVOV. 

No. 3, 1959. Rapid Growth Rates—the Foundations for the Success of Construction in Our Country. 
The Establishment of Agricultural Prices in Our Country: A. Spasov. Technical Economic 
Studies of Construction Works at the Present Stage of Our Economic Development: S. CHOLOKOV. 
For the Correct and Effective Solution of the Water Problem: ‘M. Marinov. On Land Rent in 
Bulgaria Under Capitalism: L. Berov. The Thermal and Energy Basis of Our Industry: A. 
Tsvetkova. Dwellings in Bulgaria: S. MARINOV. 

No. 4, 1959. An Important Measure for the Further Development of the Co-operative System. The 
Situation and Prospects for Our Coal Industry: D. IvANov and R. Rapev. On Some Questions 
of the Planned Proportionate Development of Our Transport: N. Dowov. The Financial Situa- 
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tion of the Great Capitalist Nations of Europe and Their Recent Exchange Convertibilities: D, 
Vewikov. On Indicators of the Value of Industrial Production: E.Itrev. The Colonial System 
and the Process of Its Disintegration: Z. ZLATEV. 


Ekonomist (Serbo-Croat text, English summaries) 


No. 4, 1958. A Look at the Theory of Economic Systems and Its Importance for the Elaboration of 
the Socialist Economic System: I. Maxstmovié. Prolegomena to a Theory of Price in a Planned 
Economy: B. Horvat. Competition, Incentive and the Economic System: 1. LAvRAG. European 
Economic Unions and Yugoslavia: S. Tanovic. Problems of Co-operation in Industry: B. 
Cotanovié. 


Ekonomiski Pregled (Serbo-Croat text, English summaries) 


No. 8-9, 1958. Problems of Milk Production and Marketing in Croatia: I. Dor&ié and V., 
Inijté. The Economics of House Construction and Urbanisation: V. Hecimovié. An Estimate 
of the Use of Working Time in the Osijek Machine-tool Plant: T. Karpatt. The Economic 
Effects of the Rapid Growth of the Synthetic Rubber Industry in the World: M. Sexuuié. The 
European Common Market and the Free Trade Area: D. Sasoxiovié. Operational Research— 
III: R. Bosner. Prospects for World Agricultural Production: M. Ruzié. 

No. 10, 1958. Input/Output Analyses and Marxian Reproduction Analysis: 1. Fri8é1é. The Use 
of National Income Data in the Analysis of the Ec ic Development of a Territory: Z. Rijavec. 
The Withdrawal of Economic Enterprises with ‘‘ Dominant” State Participation from the Italian 
General Confederation of Industry: M. AmBrozié-PoGKar. Operational Research—IV: R. 
BosnerR. The Grounds for a Dominant Position in Foreign Trade: A. Bor&éito. The Fifth 
Annual Meeting of the Yugoslav Statistical Society: I. KLAUZER. 

No. 11-12, 1958. Analysis of Assymetric Frequency Distributions by Logarithms: V. SERpaR. 
Daily Travel by Workers in the Zagreb Railway Workshops: Z. JeuwnovicG. The Effect of 
Wages and Personal Expenditure upon the Equilibrium of the Yugoslav Market: V. Farxai. 
Historical Conditions of the Development of the System of Land Exploitation in the Pozega Valley 
Srom the Abolition of Serfdom to the End of Segregation (1848-86): J. Meparié. Morals and 
the Law: R. Lecrapié. An Analysis of Economy of Operation in an Industrial Enterprise: J. 
Goyanovié. The Natural Increase of the Population of Yugoslavia: 1. Kiauzer. The 
Problem of the Reproduction of Fixed Assets in Relation to the So-called ‘* Amortisation Loss”: 
I. Virez. 








Statisztikai Szemle (Hungarian text, English and Russian summaries) 


January 1959. Ten Years of Hungarian Socialist Statistics: J. ZaAta. Ten Years of the 
Reorganised Statistical Review: J. Répe1. Survey Methods of Household Statistics: S. FErce 
and I. Veresktt1. Railway Passenger Transport: J. Matuxovics. The Utilisation of th 
Terms of Trade in Foreign-trade Rentability Analysis: Gy. Szaxouicza1. The Soviet National 
Economy on the Eve of the XXI Congress of the Communist Party. A Debate on the Candidate's 
Thesis of 7. Kovacsics. Co-operative Industry and Private Artisans: B. LAszLo. Some Problems 
of the Statistical Analysis of Dairy-farming: J. MANCZEL. 

Fesruary 1959. Computation of the Error of the Price Index Obtained by Sampling: ©. Exrevé. 
The Inter-relation of Stocks and Turnover in Trade: 1. FENyG. Experience in the Elaboration of 
Input-Output Tables for 1957: F. Nytrrat. The Situation of Young Economists: J. Bene- 
pEcki and A. RAcz. Some Problems of the Plastics Industry: Gy. Herczoc. The Value of 
Output from Ploughland by Countries in 1957: B. Szixszat. A Study Tour with the Czechoslovak 
Statistical Office: O. Luxacs and J. Tar. 

Marcu 1959. The Fortieth Anniversary of the Proclamation of the Hungarian Soviet Republic: 
Gy. Hotxa. Some Important Acute Infectious Diseases in Hungary—I: Z. Marton. Direct 
Measurement of Labour Productivity in Industry: Z. Roman. On the Calculation Unit of Prime 
Cost Computation in Machine-tractor Stations: J. Mayjoros. A Study of the Prime Cost and 
Profitability of Long-distance Bus Traffic: L. Czentes and L. FastAn. The Fourth Session of 
the Working Group on Censuses of Population and Housing of the Conference of European Statis- 
ticians: A. KLINGER. 

Aprit 1959. The Social and Material Conditions of Engineers and Technicians: L. LENGYEL. 
Some Important Acute Infectious Diseases in Hungary—II: Z. Marton. Foreign Trade Index 
Numbers: 1. PAtos. Possibilities of the Numerical Expression of Economic Obsolescence: G. 

Rétczey. The Activity of Regional Statistical Offices in 1958: M. BarasAs. Problems of 

Occupational Classification: P. HorAnyt. Gross or Net for Agricultural Output Value Indicators: 

H. Szeperkény1. A Comment: Gy. R6xa. The Progress of Book Publishing: E. SzAso. 
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Kozgazdasagi Szemle (Hungarian text, English and Russian summaries) 

No. 3, 1959. Some Problems of the Building of Communism after the XXI Congress of the Com- 
munist Party of the Soviet Union: E. MotnAr. The Central Direction of Industrial Production 
and the Methods of Local Management under the Hungarian Soviet Republic: Gy. Hevest. Some 
Features of the Economic Policy of the Hungarian Soviet Republic: 1. Vayoa. Some Financial 
Problems of the Hungarian Soviet Republic: A. Scummpt. The Aims of the Agricultural Policy of 
the First State of the Dictatorship of the Hungarian Proletariat: V.LAzAR. The System of Food 
Supply and Central Stockpiling in the Hungarian Soviet Republic: A. Répr1. Data on the Decree 
on Socialisation of the Revolutionary Governing Council: A. Br6py. The Housing Policy of the 
Hungarian Soviet Republic: F. KaczenyAK. The Economic Situation of the Working Peasantry 
in Hungary during the First World War: P. SzaKAL. 

No. 4, 1959. Some Ec ic Problems of the Consolidation of Our Farmers’ Co-operative Movement: 
K. Garamvoicy1. A Decisive Step along the Road Towards the Establishment of the Material 
and Technical Foundations of Communism: Gy. Stwon. New Methods of Determining the 
Working Capital Requirements of Enterprises: 1. GERGELY. Strategy and Tactics in Wages 
Policy: B. Martos. The Requirements and Effects of Technical Development in Contemporary 
Capitalism: Gy. Szaxasirs. The Use of Embodied Labour in Our Agriculture from 1949 to 
1957: L. JunAsz. The Chinese People’s Communes (Comrade Sun Je-Fang’s Lecture): B. T. 

No. 5, 1958. Some Theoretical and Practical Problems of the Socialist Method of Research into 
Demand: J. BocnAr. The Problem of Intensive and Economical Farming in Co-operative Pro- 
duction: L. G6nczt and L. MacyarvAry. Currency Reforms in Western Europe: J. Bac- 
zont. Ten Years of Nationalisation in Great Britain and the Prospects of Nationalisation: V. 
Jorcos. Accumulation and Efficiency: J. VARGA. The Reorganisation of Administrative and 
Economic Management in Bulgaria: Gy. VARGA. A New Method of Planning and Its Success 
at the Pécs State Farm: S. KopAtsy. A Preface by Istvan Friss. A Conference Dealing with 
the Economics of Agricultural Investments: L. HorvAt and Z. KELEMEN. 





Probleme Economice (Rumanian text, English, French and Russian summaries) 


No. 1, 1959. The International Importance of the Soviet Seven-year Plan. Economic Aspects of the 
Union of the Rumanian Lands: V. Mauinscut. The Rumanian State Budget—a Budget for 
the Peaceful Building of Socialism: I. Cratu. Problems of the Reduction of Building Costs: 
M. Super. The Economic Importance of Using Chemical Fibres in the Textile Industry: A. 
Anprerescu. The Main Problems of the Rational Use of Land: Gu. IonrgzA. Improving 
Profitability—an Important Task of Co-operative Society Units: D. Usruror and E. Lustic. 
An Aggravation of the Uneven Development of Capitalist Countries since the Second World War: 
Gu. Baprus. The Soviet Conference on the Economic Efficiency of Investment—I. More Care 
Should Be Devoted to the Content of Some Economic Articles in Technical Publications: 1. STotan. 

No. 2, 1959. The Creative Might of Marxist-Leninist Theory. Ten Years Since the March 1949 
Resolution (on Farm Collectivisation) of the Rumanian Workers’ Party: S. Nica and O. PaRPALA. 
Problems of Expanded Socialist Reproduction in Collective Farms: D. Dumrrriu and V. Topor. 
For a Fuller Use of Reserves for Lowering Industrial Costs. The Priority Growth of the Output of 
Means of Production: A. Necuciorvw. The National Income and Its Distribution in the U.S.S.R.: 
D. ALAKHVERDYAN. The Unscientific Character of Revisionist Theories Concerning the Evolution 
of Capitalism into Socialism: 1. ADAM. The Soviet Conference on the Economic Efficiency of In- 
vestments—IT, On Some Lectures of Political Economy on the Period of Transition from Capitalism 
to Socialism: V. Sprrmon. Aspects of Materials Saving in the Semdnitoarea Works: N. 
RistEa. Aspects of Inter-Imperialist Contradictions in the Struggle for Oil: 1. STOIAN. 

No. 3, 1959. Two Systems—Two Directions of World Economic Development. The Importance of 
Accumulation for Intensifying Economic Development: B. Coman. The Increase of National 
Income—the Basis of Raising Workers’ Living Standards in Rumania: A. Rozen. The Increase 
of Sugar Production—an Important Current Task: C. Teoporu. Scope for Cost Reduction in 
House-building: S. Banu. Machine-tractor Stations—a Powerful Support in the Development of 
Agriculture Towards Socialism: V.Toror. Some Problems in Developing the Fodder Basis of 
our Country: V. Nica. Present-day Aspects of Contradictions Between Capitalist Countries: G. 
Costin and F. Tupor. The Hungarian Three-year Plan (1958-60): F. Fexete. The 
Significance of Recent Financial Measures in Western Europe: B. ComisioNER and N. Govan. 
Data on the Formation of Financial Capital in Bourgeois—Feudal Rumania: V. SMARANDEscU. 

No. 4, 1959. Ten Years of Activity of the Council of Mutual Economic Aid. An Act of Great 
Importance for the Building of Socialism in Our Country. V. I. Lenin on Building Communism: 
Gu. Dosre and M. Gueorcuiu. Leninist Teaching on the Historical Place of Imperialism: 
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I. ANGHEL. Against Anti-Marxist Conceptions Concerning the Class Character of Economics: 
L. Stroja. The Continuous Improvement of the Application of the System of Wages and Rat. 
setting: S. ZEIGHER. Main Elements in the Cost Price of Machine-tractor Stations: G. Vu- 
CEANU. Current Problems of Economic and Organisational Strengthening of Socialist Agricultural 
Co-operatives in the European Popular Democracies: Gu. Ionrpa and D. Dumirriv. Con. 
cerning the Activity of Some Regional Building Trusts: A. Iacopovici1 and M. WEINTRAUB, 


Ekonomia Popullore (Albanian text) 


No. 2, 1959. The State Budget for 1959: A. Verut. The Soviet Seven-year Plan Opens Wide 
Perspectives: B. BARDHOSHI. Our Economic Enterprises Have Great Possibilities for Accelerating 
Turnover: K. SkENDERI. Fishing in Inland Waters and Scope for Its Development: N. Fiuri, 
Centralisation of Road Haulage and the Experience of Korga: P. Tapia. The Elaboration of 
Technical Indicators at the Oil Refinery: ‘T. CERova. On Experience of Planning the Local 
Economy in the Azerbaidzhan S.S.R.: P. Dope. For Improving Trade Services in Tirana: N. 
Bara. For More Accurate Control over Wage Funds of Production Workers: N. Stmaxv. 
Labour Productivity in Farm Co-operatives in the Korga District: A. Konp11. 

No. 3, 1959. An Important Historical Event for Our People. Communiqué of the Eleventh Session 
of the Council for Mutual Economic Aid. On the Tenth Anniversary of the Council for Mutual 
Economic Aid. Fraternal Relations within the Council for Mutual Economic Aid: V. Kan. 
Important Measures for Strengthening the Economic Bonds Between Town and Country: P. Done. 
Improvements in the Methodology of Economic Planning: A. Backxa. Revisionism and Its Con- 
sequences for the Yugoslav Economy: Z. Lixa. On the Methodology of Planning and Calculating 
Labour Productivity in Industry. The Results of Economic Activity in the Elbasan District: P. 
XuHuvANI. To Accelerate Turnover in the Tirana Food Enterprise: J. Gutina and K. Zosa. 
Some Questions on Labour Norms in Machine-tractor stations: S. Papa. The Evident Results of 
the Simplification of Accounting Documents in Commercial Enterprises: K.JANURA. The Level of 
Outlay for Each Lek of Saleable Product: F. BoLLANo and P. Duuka. 


NEW BOOKS 
British 
Agricultural Policies in Western Europe. PEP Occasional Paper No. 3. London: 


Political and Economic Planning (16 Queen Anne’s Gate, S.W.1), 1959. 84. Pp. 31. 
2s. 6d. 


[This contains a brief survey of the ways in which national agricultural policies in Western 
Europe have affected international trade. It is suggested that the next step in the attempt to co- 
ordinate policies must be a close examination of the extent to which countries have acted upon the 


recommendations already made by the Ministerial Committee for Agriculture and Food of the 
O.E.E.C.] 


ALLHUSEN (D.) and Hottoway (E.). Money: The Decisive Factor. Britain’s 
handicap in the economic race with Russia. London: Christopher Johnson (11/I4 
Stanhope Mews West, S.W.7), 1959. 9”. Pp. 109. 10s. 6d. 


[This is a statement of the case for a form of commodity money, which it is held would cure all 
preblems of inflation, deflation and the like. Professional economists are roughly treated for their 
failure to grasp the simple truths involved. There is a valid element in the authors’ contention 
that it is a peculiar arrangement that the greater part of the working money balances held by the 
public should serve as the basis of loans through the banking system; but the large claims made for 
their own proposals overlook, amongst other things, that the velocity of circulation is liable to vary 
for reasons that are not monetary in their origins.] 


Batpwin (K. D.S.). The Niger Agricultural Project. Oxford: Basil Blackwell, 1957. 
9”. Pp. xvi+ 221. 27s. 6d. 


(Mr. Baldwin has written a most interesting and well-documented appraisal of the Colonial 
Development Corporation’s attempt to imitate in Nigeria the Sudanese Gezira Scheme. The Niger 
Agricultural Project, which lasted from 1949 to 1954 and showed a loss of £4 million overall, aimed 
to produce at a profit oilseeds for export and cereals for West African consumption by settling 
peasant farmers in a sparsely populated area at Mokwa, near the road/rail bridge over the River 
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Niger. Mr. Baldwin, who was invited by the Corporation to set out the lessons of this failure “‘ for 
future guidance and warning,” brings out clearly the contrast between the inconsistent planning of 
the public bodies concerned and the native shrewdness of the Nupe farmer in refusing to be drawn 
into a comparatively unremunerative occupation. The student of tropical agriculture and economic 
development will find a great deal of helpful material here in this case study on the problems of land 
tenure and share-cropping, on the nature of the labour market, on the need to make haste slowly 
with mechanisation, and for more adequate research into the technical and economic conditions 
peculiar to West Africa. The only criticism that one might offer is that the author could with 
advantage have said rather more about the reasons for successful land settlement in other places 
than the Sudan, for instance, Israel, or South-Eastern Russia.] 


BARNARD (C. S.) and Smrru (V. E.). Resource Allocation on an East Anglian Dairy 
Farm. An application of linear programming. Occasional Paper No. 6 of the Farm 
Economics Branch of the Cambridge University School of Agriculture. Cambridge: 
Farm Economics Branch, School of Agriculture, 1959. 93”. Pp. 22. 2s. 6d. 


[This is believed to be the first attempt in this country to use linear programming to devise a 
cropping and livestock programme for a farm. A small arable—dairy farm of a common type was 
chosen for study. Available activities, prices and resource limitations were specified, and an 
“optimum ” programme calculated. The result showed a production pattern similar in outline 
to that actually in use; but the differences were none the less such as to make the optimum pro- 
gramme yield a net income 25% higher than the actual programme, on the basis of the assumptions 
made. This improvement was solely the result of reallocating resources among existing opportu- 
nities, and did not depend on any increase in the resources available or any increase in yields. 
The authors recognise that the application of linear-programming techniques to the problems of 
individual farms is not feasible on a large scale, but they suggest that its application to modal farm 
types might provide information which would materially assist individual farmers in planning their 
work.] 


Briccs (A.). Robert Owen in Retrospect. Pottarp (S.). Dr. William King : 
A Co-operative Pioneer. Co-operative College Papers, No. 6. Loughborough: Educa- 
tion Department, Co-operative Union, 1959. 9”. Pp. 33. Is. 


[These two papers were delivered as addresses at recent gatherings of those active in the Co- 
operative movement. They provide reappraisals of the work and ideas of one famous and one less 
well-known pioneer of co-operation. Professor Briggs emphasises Owen’s merits as a social thinker 
in insisting on the need to view society as a whole. Dr. William King was a physician who was 
active in encouraging co-operative trading in Brighton in the 1820s. He ultimately parted 
company with the Owenites because he did not share their militancy or their hostility to religion.] 


Brittain (Sir H.). The British Budgetary System. London: Allen & Unwin, 1959. 
3. Pp. 320. 25s. 


[To be reviewed.] 


Brown (Hitpa G.). Some Effects of Shift Work on Social and Domestic Life. York- 
shire Bulletin of Economic and Social Research, Occasional Paper No. 2. Hull: Yorkshire 
Bulletin of Economic and Social Research, 1959. (Copies obtainable from The Secretary, 
Department of Economics and Commerce, University of Hull.) 93”. Pp. 54. 10s. 


[This report is based on interviews with 156 shift workers and members of their families in five 
factories in the Midlands and the North. Some interesting conclusions emerge. Systems involving 
night work—either alternate day- and night-shifts or three-shift working—were found to be quite 
clearly disliked on balance, both by the shift-workers themselves and by their wives. But the same 
did not apply to double-day shifts. A majority of the workers interviewed actually preferred 
double-day shifts to normal day working. This preference was markedly stronger among women 
(the great majority of whom were married) than among men. Double-day shifts were least 
popular with young single men. They were also less popular in firms where they were a recent 
innovation than in firms where they were long-established and part of an accepted way of life in 
the community. In this connection the author raises the interesting question whether the social 
problems associated with shift-working may not in the long run solve themselves by a process of 
self-selection through which shift working becomes confined to-people whose family circumstances 
and temperament cause it to be acceptable. She points out, however, that this would be at best a 
very slow process and would operate only in regions with a well-diversified industrial structure. 
In so far as this process of selection has already operated, it would impart a bias to the sample of 
workers interviewed, leading to a more favourable picture of the attitude towards shift-working 
than would apply among workers as a whole. This would be relevant if really large-scale extension 
of shift-working were contemplated in industries where it is not at present customary.] 
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Camps (Miriam). The Free Trade Area Negotiations. PEP Occasional Paper No. 2, 
London: Political and Economic Planning (16 Queen Anne’s Gate, S.W.1), 1959. 84”, 
Pp. 51. 5s. This is available in the United States as Policy Memorandum 18 of the 
Center for International Studies at Princeton University, price 50c. 


[This memorandum describes the course of the Free Trade Area negotiations and analyses the 
reasons for their breakdown. Mrs. Camps believes that there is a reasonable prospect of a 
better relationship between the Six and the United Kingdom being established in the near future, 
but on the more general issue of regional groupings she suggests that the conflict of interests between 
members and non-members is bound to be such as to invite reprisals in the long run unless the 
general level of world tariffs is low.] 


CRracKNELL (B. E.). Canvey Island: The History of a Marshland Community, 
Leicester University Department of English Local History, Occasional Paper No. 12, 
Leicester: Leicester University Press, 1959. 93”. Pp. 47. 12s. 


[This essay gives an outline history of the island from the earliest times up to the present day, 
This history falls into three main phases. Before the seventeenth century the island was a sheep- 
run, subject to periodic inundation, and with little or no permanent human habitation. In the 
1620s sea-walls were built by Dutch engineers and workmen on behalf of a Dutch merchant resident 
in London, he being granted in return one-third of the acreage owned by the chief existing pro- 
prietors. This permitted arable farming, and led to the establishment of a separate Dutch com- 
munity on the island. Within a hundred years the Dutch had either gone away or disappeared as 
a separate group through intermarriage, but arable farming continued to be the mainstay of the 
island’s economy till the agricultural depression of the 1880s. The consequent extreme depression 
of land values encouraged purchase by speculators with a view to urban development of the island 
as a seaside resort. The result of this development may be seen in the increase in the island’s 
population from about 300 during most of the nineteenth century to 3,532 in 1931 and 11,258 in 
1957. Dr. Cracknell includes in his interesting essay a number of maps to illustrate specific points, 
but it would have been of assistance to the reader had he also provided a general-purpose map from 
which the place-names could be identified.] 


pu CANN (E.). Investing Simplified. A guide to unit trusts, investment clubs and 
other share-purchase schemes. London: Newman Neame, 1959. 74”. Pp. x + 154. 
15s. 


[This is an elementary practical guide to Unit Trusts. The author is Managing Director of 
Unicorn Trust.] 


EAsTERFIELD (T. E.). Productivity Measurement in Great Britain. A survey of 
recent work. London: Department of Scientific & Industrial Research, 1959. 8”. 
Pp. 79. 


[This is a most useful survey. It consists of a critical account of recent and current British 
studies of productivity measurement at the level of the individual plant, arranged by subject in such 
a way as to constitute a continuous and readable text. Dr. Easterfield describes the main results of 
the research concerned and discusses the relationship between the findings of the different enquiries, 
the possible objections they may be open to, and the lines along which further research is needed.] 


Ernzic (P.). The Control of the Purse. Progress and decline of Parliament’s financial 
control. London: Secker & Warburg, 1959. 9”. Pp. 344. 35s. 


[To be reviewed.] 


Guttsaup (G. T.). What is Cybernetics? Translated by VALERIE Mackay. London: 
Heinemann, 1959. 74”. Pp. viii + 126. 10s. 6d. 


[The author provides an explanation in simple terms of the main concepts involved in the two 
aspects of cybernetics: control systems and information theory. It is written in a light, not to say 
whimsical, style, very unlike most Anglo-Saxon writings on the subject, and the author is concerned 
to deflate some of the more exaggerated claims made for the subject by its popularisers.] 


Harris (R.) and Seipon (A.). Advertising in a Free Society. London: Institute of 
Economic Affairs (7 Hobart Place, S.W.1), 1959. 10”. Pp. xiii + 216. 18s. 


[Books on the economics of advertising tend to be a ragbag of arguments, good, bad and in- 
different, brought forward to support a prejudged position for or against; they are rather remini- 
scent of some of the old literature on free trade and protection. The present book is a superior 
piece of work in its field, but it is still of this general type. It soon becomes clear that the authors 
are out to defend advertising, and in the analytical section of their book there are few pages where 
they do not try to press their conclusion home. The merits of their work are that it brings together 
a great deal of valuable information on advertising, including some interesting case-studies, ani 
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that it shows a wide acquaintance with the literature of the subject, which the authors discuss 
energetically and with a fair degree of sophistication. The weakness is the lack of a properly 
thought-out and consistent theoretical framework within which the issues concerned may be 


judged. The argument is always flying off at a tangent, and the assumptions are varied from one 


point to the next without warning. For example, the authors several times emphasise that what 
sells a product in the long-run is its real merits, and that advertising only serves to induce the con- 
sumer to become acquainted with these, so that there is no danger of an inferior product becoming 
a market leader through superior advertising; yet elsewhere they support the view that advertising 
as such contributes to the ‘* brand-image ”’ of the product and hence to the utility the consumer gets 
from it. The authors recognise that there are objectionable features in advertising, but they do 
not regard these as inherent, and they suggest that they might be checked by the establishment of 
an Advertising Council and the adoption of stricter codes of conduct within the industry.] 


Hawkins (E. K.). Road Transport in Nigeria. A study of African enterprise. 
London: Oxford University Press, 1958. 84. Pp. viii + 100. 15s. 


[The significance of the road-transport industry in Nigeria, as the author sees it in this interesting 
study, is that it is a form of economic activity, mainly in the hands of Africans, which requires the 
ownership and operation of capital equipment. _As such it may serve as a stepping stone to African 
entrepreneurship in manufacturing industry. The author describes the pattern of traffic, the size 
of firms in the industry, the recruitment and duties of drivers (owners do not generally drive their 
own lorries), costs, rates and charges, and the activities of the unions into which both owners and 
drivers are organi 


Hever (F. A.) (Ed.). New Developments in Training. Five studies in the efficient 
communication of skills. London: Polytechnic Management Association (Department of 
Management Studies, The Polytechnic, Regent Street, W.1), 1959. 8}. Pp. 80. 5s. 


[This contains five papers: “‘ A Biologist’s Contribution to Learning,” by J. Z. Young; “‘ New 
Methods of Training in Manual Skills,” by D. W. Seymour; “‘ Recent Survey Findings in the 
United Kingdom and other European Countries,” by Winifred Raphael; ‘Training for Executive 
Skills,’ by F. A. Heller; and “‘ The Integration of Training, Organisation and Policy,’’ by D. 
King. ] 

HeywortH (Lorp). An International Business. London: Unilever, 1959. 8”. 
Pp. 16. 


[The international aspect of Unilever was the subject discussed in the Chairman’s speech at this 
year’s annual general meeting, here reprinted. Topics treated include the international distribu- 
tion of the capital of the business, the functions of the Boards of the parent companies, and recruit- 
ment and allocation of managerial personnel.] 


LaMARTINE YATEs (P.). Forty Years of Foreign Trade. A statistical handbook with 
special reference to primary products and under-developed countries. London: Allen 
& Unwin, 1959. 94”. Pp. 255. 40s. 


[To be reviewed. ] 


Lewis (J. Parry). An Introduction to Mathematics for Students of Economics. 
London: Macmillan, 1959. 9’. Pp. x + 394. 40s. 


[To be reviewed.] 


Maruias (P.). The Brewing Industry in England, 1700-1830. London: Cambridge 
University Press, 1959. 9”. Pp. xxviii + 596. 85s. 


[To be reviewed.] 


Munxman (C.A.). American Aid to Greece. A report on the first ten years. London: 
Methuen, 1959 (New York: Praeger, 1958). 84”. Pp. x + 306. 30s. 


[The author is a British accountant who was formerly Chief of Audits and Surveys of the United 
States Economic Mission to Greece. His book is a detailed account of the working of the American 
aid programmes to Greece on the basis of his personal experience. It contains much interesting 
material and provides a vivid picture of the achievements and frustrations of those working for the 
Mission. Mr. Munkman’s appraisal is not very favourable. While American aid has undoubtedly 
made a major contribution to the country’s recovery, Mr. Munkman maintains that a large propor- 
tion of aid funds have been wasted. In the first place, the system of annual allotment of funds 
hampered efficient planning and led to many ill-considered schemes being rushed through so as to 
get into the year. In the second place, advance plans made for maintenance and administration 
of projects after completion were quite inadequate. In the third place, the sharp and indiscrimi- 
nate cut in aid in 1952, in addition to creating resentment, prevented or hampered the completion 
of many unfinished schemes. In a final chapter the author draws some general conclusions on the 
best ways of planning aid to Be te cue ee countries.] 

No. 275.—VOL. LXIX. 88 
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ParKER (H. R.). Paying for Urban Development. London: The Fabian Society 
(11 Dartmouth Street, S.W.1), 1959. 84”. Pp. 21. 2s. 


[This pamphlet provides an unusually clear statement of the compensation-betterment problem, 
After describing the background set by the Barlow and Uthwatt reports, the author analyses the 
financial provisions of the 1947 and 1953-54 Town and Country Planning Acts and puts forward 
some proposals of his own. His chief criticism of the present situation is that the attempt to collect 
betterment for the state has been abandoned, while, on the other hand, compensation continues to 
be paid (in respect of 1947 development values) where planning permission for development has 
been refused. At the same time he recognises that the system of development charges embodied in 
the 1947 Act was unsatisfactory in that it destroyed the owner’s inducement to make land available 
for development. The author’s own proposal is to revert to the original idea of the Uthwatt 
Committee, and make compulsory acquisition by the local authority followed by a lease to the 
developer the normal means of development. The acquisition would be at existing use value, and 
the element of compulsion would mean that the loss of incentive would not matter. In certain 
cases, however, especially where the proposed development was by the existing owner, this method 
would be unsuitable, and a development charge of the 1947 type could be adopted, but the charge 
should be at 75% of the extra development value, not 100%, so as to retain some incentive. Mr. 
Parker’s argument is open to criticism at a number of points, mostly in his too ready acceptance of 
the doctrine of “‘ floating value,” but his discussion of the subject is interesting and well-informed.] 


The Poor Man’s Guide to the Stock Exchange. London: Labour Research Depart- 
ment (161 Drury Lane, W.C.2), 1959. 73”. Pp. 80. 6s. 


[The bulk of this booklet consists of a description of the mechanics of the working of the Stock 
Exchange and a discussion of the distribution of share ownership. A chapter is also included on 
speculation. A final chapter states some conclusions, These are not argued at a high level, and 
it is not made clear whether the ultimate disappearance of the Stock Exchange, which is looked 
forward to, is or is not to be accompanied by the disappearance of the private ownership of industry. 
The main specific recommendations are the imposition of a capital-gains tax and the publication of 
fuller information in company accounts.] 


RoBERTSON (SiR DENNIs). Lectures on Economic Principles, Volume III. London: 
Staples, 1959. 8”. Pp. 164. 16s. 


[To be reviewed. ] 


Satvapori (M.). The Economics of Freedom. American capitalism today. London: 
The Pall Mall Press (Rood End, Dunmow, Essex), 1959. 83”. Pp. xxii + 242. 30s. 


[This is a discussion in extremely broad terms of the social and political background of the 
working of the American economy. The author’s liberal standpoint is unexceptionable, and he has 
some good points to make, but the unceasing parade of exalted sentiments is a little wearying.] 


SHACKLE (G. L. S.)._ Economics for Pleasure. London: Cambridge University Press, 
1959. 9”. Pp. ix + 269. 2ls. 


[To be reviewed.] 


Stone (R.) and Crort-Murray (Giovanna). Social Accounting and Economic 
Models. London: Bowes & Bowes, 1959. 74’. Pp. 88. . 9s. 6d. 


[To be reviewed.] 


THISTLETHWAITE (F.). The Anglo-American Connection in the Early Nineteenth 
Century. Philadelphia: University of Pennsylvania Press (London: Oxford University 
Press), 1959. 84”. Pp. x + 222. 36s. 


[To be reviewed.] 


Warp (J. T.). Farm Rents and Tenure. London: The Estates Gazette (28 Denmark 
Street, W.C.2), 1959. 9”. Pp. xii +95. 15s. 


[This is an interesting and sensible essay. The author describes the present state of farm rents 
and land ownership in this country and considers the historical background and the case for reform. 
He regards the position as it has existed up till the Agriculture Act of 1958 as unsatisfactory in two 
respects: low rents and security of tenure have weakened the spur to farming efficiency, and the 
finance of agricultural investment has been found to need state assistance of various forms, in 
addition to that provided by price subsidies. Higher rents are in his view essential, and the Agri- 
culture Act of 1958 should make them possible if the landlord is willing to press his claims—there 
are grounds for believing that in recent years he has often not pushed them even as far as the existing 
arbitration machinery would have permitted. In stating his case Mr. Ward brings together in 
useful form data on movements in rents since 1939, on the yield on investment in tenanted farms 
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and on: the differential between prices of land with and without vacant possession. He also con- 
siders Various proposals that have been made for reforming or altering the British system of land 
tenure, including nationalisation of the land. The latter he finds quite attractive in theory but 
more doubtful as a practical proposition. ] 


Canadian 


Barser (C. L.). Inventories and the Business Cycle, with Special Reference to 
Canada. Canadian Studies in Economics, No. 10. Toronto: University of Toronto 
Press, 1958 (London: Oxford University Press, 1959). 10”. Pp. xii + 132. 28s. 


[The first part of this book, which is a revision of a doctoral dissertation submitted at the Univer- 
sity of Minnesota, is a review of the theory of inventory fluctuations, along lines made familiar by 
the work of Metzler, Abramovitz, Nurkse and others. The second part is a study of data on 
inventory behaviour in Canada, first for ten manufacturing industries considered separately, then 
for the economy as a whole. Some support is found for the doctrine that inventory investment 
plays a causal role at cyclical turning-points, but over the cycle as a whole the relationship between 
inventory investment and general business activity is less regular than might have been expected. 
This is largely but not exclusively due to variations in agricultural output. The author puts for- 
ward reasons for believing that previous writers have tended to put too much stress on the volume 
of inventories and not enough on value in their studies of the role of inventories in business fluctua- 
tions. ] 


Indian 


Acarwata (A. N.). Some Aspects of Economic Advancement of Under-developed 
Economies. Allahabad: Kitab Mahal, 1958. 8”. Pp. v + 124. Rs. 3.0. 


[This slight book contains articles on cottage industries, deficit financing, a comparison of 
economic progress in India and China and the social insurance system in China. It is too super- 
ficial to be of much value.] 


BALAKRISHNA (R.). Measurement of Productivity in Indian Industry. Madras: 
University of Madras, 1958. 10”. Pp. xii + 466. Rs. 20. 


[This is the second edition of the book noted in this JouRNAL, December 1954. The methods 
and topics covered are the same as in the first edition, but the data have been brought more up-to- 
date. It is a well-written, well-produced work with a wealth of useful statistics on the major Indian 
industries. ] 


Bansit (P. C.). India’s Food Resources and Population. Bombay: Vora, 1958. 
9”. Pp. 252. Rs. 10. 


{In Part I there is a historical survey of India’s food-grain position from 1920 and a very brief 
analysis of Government food policy in recent years. Part II describes, inter alia, some of the require- 
ments for increased agricultural output and lays particular emphasis on fertilisers. In Part III the 
recent past and future of population and food consumption are considered. The author is hopeful 
that it will be possible ‘‘ to hold the Malthusian devil in chains,” but the reasons given for his 
optimism are not altogether convincing.] 


Duar (P. N.). Small-Scale Industries in Delhi. Bombay: Asia Publishing House, 
1958. 10”. Pp. 277. Rs. 10. 


[Discussions on the role of small industries in India’s past and future are usually bedevilled by 
emotional statements and lack of statistical information. ‘This useful quantitative survey avoids the 
former and goes some way to remedy the latter. Thirteen industries, ranging from flour milling 
and leather to light engineering and electroplating, were studied in 1954-55. Figures, some of 
doubtful accuracy, are presented on capital—-output ratios, employment, productivity, sources of 
ous costs and wages. The great diversity in size, use of power and efficiency is well demon- 
strated, 


_ Gupta (R.) and Matuur (R.N.). Development and Working of the Indian Constitu- 
tion. Allahabad: Kitab Mahal, 1958. 9’. Pp. 504. Rs. 7.50. 


[This is one of many books on the Indian Constitution. It is aimed at undergraduates in 
political science. Part I gives a descriptive outline of constitutional developments from the be- 
ginning of British rule to 1947. Part II gives full details of the present constitution and its operation. 

¢ are chapters on the Presidency, the States, political parties, the courts and elections. The 
pre-1947 story is marred by undisguised bias and too much repetition. An index and fuller docu- 
mentation are needed.] 
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Gupta (S. C.). Problems and Processes of Economic Planning in Underdevel 
Economies (with special reference to India). Allahabad: Kitab Mahal, 1959. 8”, 
Pp. xii + 228. Rs. 5.00. 

[The author discusses the meaning of planning, the unsuitability of the capitalistic system for 
underdeveloped countries and the “‘ need for a special theory of growth.” Although he is a con. 
vinced “ planner,”’ he is severely critical of India’s first and second five-year plans. The book js 
badly organised, the author frequently indulges in inaccurate generalisations and there are numerous 
mis-spellings. ] 


Knare (G. P.). Planning in India. Allahabad: Kitab Mahal, 1958. 8”. Pp, vii 
+ 148. Rs. 3.75. 

[It is apparently becoming obligatory for all Indian economists to write a book on planning, 
This is another in the usual mould which provides a short description and analysis of the two plans, 
The author uses linear programming techniques to test the success of the plans’ allocation of re. 
sources to different sectors. } 


Latwant (K. C.). The Indian Capital Market. Calcutta: Artha Vanijya Gabesana 
Mandir, 1959. 74”. Pp. 159. Rs. 5.00. 











[This is a short, badly-produced survey of the capital market in India, presumably designed for | 


elementary students. ] 


Mamoria (C. B.). Tribal Demography in India. Allahabad: Kitab Mahal, 1958, | 


74”. Pp. xiv + 151. Rs. 5.00 

[The population of the so-called ‘‘ scheduled tribes”’ in India numbers about 19 millions. 
This slight monograph gives a superficial survey of their language, culture, employment, health 
and general social structure. The Government is taking some steps to improve the conditions of 
the aboriginals, but the long-run solution of the tribal problem remains uncertain.] 


Misra (B. R.). Economic Aspects of the Indian Constitution. Calcutta: Orient 
Longmans, 1958. 83”. Pp. x + 140. Rs. 7.00. 


[This is the second edition of a work first published in 1952. An outline is given of the Constitu- 
tion and the Directive Principles of State Policy. The bulk of the book is concerned with the | 


financial aspects of the Constitution. There are chapters, for example, on the distribution of 
revenues between the Federation and the States, on financial administration and on the Finance 
Commissions. This is generally a well-written and useful survey of the subject.] 


Misra (B. R.). Report on Socio-Economic Survey of Jamshedpur City. Patna: 
Patna University Press, 1959. 10”. Pp. v + 134. Rs. 10.0. 


[The main purpose of this statistical survey was to study the problems of rapid urbanisation. 
Jamshedpur is the centre of the Tata Iron and Steel Company, and what was a village fifty years 
ago is now a city of 300,000 people. A vast amount of data is presented here on population, literacy, 
employment, migration and housing. Part of the study deals with conditions in shops and other 
small unorganised establishments. ] 


Mukueryjee (P. K.). Economic Surveys in Underdeveloped Countries. A study in 
methodology. Bombay: Asia Publishing House, 1959. 84”. Pp. xii + 263. 34s. 


is successful Oxford D.Phil. dissertation by the head of the Agricultural Economics Section 
at Delhi University attempts to provide “‘ a new approach to research in agricultural economics.” 
The author is rightly dissatisfied with existing statistical surveys in India and believes that these fail 
to give an accurate picture of economic conditions in village communities. Here he presents his 
suggested improvements. There are three parts. The first is descriptive and includes a brief 
assessment of major village surveys in India, although some of the more recent ones are neglected. 
Part II is entitled ‘‘ Economic Concepts and their Measurability.”” He argues that “‘ concepts 
income, prices, wages, cost, employment, marginal holdings, etc. have to be redefined in the context 
of a self-subsisting barter and under-employed economy.”’ For example, the meaning of “ farm 
cost ’’ in the Indian context and the problem of measuring it are discussed. The practical aspects 
of statistical measurement, especially problems in the design and execution of sample surveys, form 
the subject of Part III. The author suggests the use of a Leontief-type model to demonstrate the 
incoming/outgoing transactions of the village and a Keynesian-type multiplier to estimate non- 
agricultural incomes. ] 
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NaTIONAL CounciIL oF APPLIED Economic ResgEarcH. Criteria for Fixation of Water 
Rates and Selection of Irrigation Projects. Bombay: Asia Publishing House, 1959. 9}”. 
Pp. xi + 156. 28s. 

[The methods hitherto used in India are described and alternatives proposed. The old financial 
productivity criterion for planning irrigation works, as used under British rule, is rejected as alto- 
gether too restrictive in its effects through failure to allow for external economies. The alternative 
proposed amounts to the classical welfare criterion of equating social cost and social benefit at the 
margin. This unexceptionable principle is, of course, open to the objection that it is too vague for 
practical application, but examples are given of how it might work out in concrete terms. Tradi- 
tional methods of fixing water rates are also judged unsatisfactory and insufficiently uniform. It 
is proposed that the rates charged should instead be such as to extract a percentage of the net benefit 
accruing from irrigation, the percentage varying according to regional conditions. An example is 
given of how this might be applied in the case of a particular project.] 


RAMANADHAM (V. V.). Indian Railway Finance. Delhi: Atam Ram, 1956. 84”. 
Pp. vii + 184. Rs. 7.8. 

[Indian railways are still the largest industry in the country and are unusual in that they con- 
sistently make profits. This competent study has three main parts. Part I analyses secular and 
cyclical changes in railway prosperity since 1900. In Part II there is a discussion of railway costs, 
and in Part III the relation between rates policy and profits is investigated.] 


Report of the Third Indian Co-operative Congress. New Delhi: All India Co-operative 
Union, 1958. 10”. Pp. vii + 138. 


[The main interest of this report lies in the speech of the Prime Minister and in the criticism by 
almost every delegate of the increasing officialdom which has accompanied State participation in 
the movement.] 


Pakistan 


Report on the Survey of Rural Credit and Rural Unemployment in East Pakistan, 1956. 
Dacca: Dacca University Socio-Economic Research Board, 1958. 10”. Pp. x + 205. 
Rs. 7.8. 


[This report is the outcome of interviewing over 3000 households in four administrative sub- 
districts. ‘The accuracy of the results is admittedly dubious, but data have been assembled on size 
of holdings and fragmentation, standards of living and unemployment. The main part of the 
report is concerned with the extent of indebtedness, sources of credit, causes of debt and methods 
and rates of interest payment. About three-quarters of families were in debt, more than half the 
loans being supplied by “‘ friends and relatives’’ and very few by government agencies or pro- 
fessional money-lenders.} 


Ghanaian 


Garuick (P. C.). African Traders in Kumasi. African Business Series No. 1. Accra: 
Economic Research Division, University College of Ghana, 1959. 10”. Pp. 116. 5s. 


[This study is based on interviews with African retail and wholesale traders. The object of the 
research is to discover the problems facing those traders. The research is continuing, and the 
present report is more concerned with presenting material than drawing conclusions. Information 
given covers the personal background of the traders, the structure of business, practices in buying 
and selling, and social aspects. ‘The latter includes an interesting discussion of the possible obstacles 
to the growth of a business which are created by the matrilineal inheritance principle.] 


American 


Arrken (H. G. J.) (Ed.). The State and Economic Growth. Papers of a conference 
held in October 1956 under the Auspices of the Committee on Economic Growth. New 
York: Social Science Research Council, 1959. Pp. x + 389. $3.75. 


[This contains essays by different authors on the role played by the state in economic develop- 
ment in a number of countries at certain particular stages of their growth. Among the cases studied 
are those of the United States, 1820-90, Australia, 1860-1900, Russia, 1890-1939, Manchuria, 
1860-1940, Turkey, 1933-50, and Canada, Germany, Switzerland and Eastern Europe more 
generally. Three more general essays are contributed by Richard Hartshorne, Bert F. Hoselitz and 


Joseph J. Spengler.] 
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All-Bank Statistics, United States 1896-1955. Washington, D.C.: Board of Governors 
of the Federal Reserve System, 1959. 10”. Pp. 1229. 


[This volume is the result of a large-scale programme of work undertaken by the Federal 
Reserve System involving a comprehensive revision of statistics for all banks by class of bank and by 
state for the period 1896-1955. It contains balance-sheet data for banks in the United States asa 
whole and in each separate state. These data are broken down into major subdivisions on a com- 
parable basis. ] 


ANDERSON (T. J.), Grrtow (A. L.) and Dramonp (D. E.) (Eds.). General Economics, 
A book of readings. Homewood, Illinois: Irwin, 1959. 9”. Pp. xiv + 487. $3.50. 


[This is another collection of readings designed to supplement, for the benefit of American under- 
graduate students, what they read in their main text-books. It contains sixty-four items, mainly 
drawn from the writings of recent American academic economists but with some representation of 
older classical writers as well.] 


Baumot (W. J.). Economic Dynamics. An introduction. Second edition. New 
York and London: The Macmillan Company, 1959. 84”. Pp. xv + 396. 47s. 


e first edition of this book was reviewed by Professor C. F. Carter in the Economic JouRNAL 
of September 1953. In addition to a brief survey of the history of macro-economic dynamic 
models the book provides one of the best available introductions to the mathematics of difference 
equations. In the present edition the main additions have been in the mathematical material, and 
new chapters are included on certain mathematical techniques which have gained ir. importance 
in the literature in recent years. ] 


BERLINER (J. S.). Soviet Economic Aid. The new aid and trade policy in under- 
developed countries. New York: Praeger for the Council on Foreign Relations, 1958 
(London: Oxford University Press, 1959). 83”. Pp. xv + 232. 35s. 


[This study describes the nature and extent of recent Soviet economic dealings with under- 
developed countries and how they fit into the working of the Soviet economy. The author’s main 
interest is in the political implications. ] 


BrazeER (H. E.). City Expenditures in the United States. National Bureau of Econo- 
mic Research, Occasional Paper 66. New York: National Bureau of Economic Research, 
1959. 9”. Pp. 82. $1.50. 


[This contains’a multiple regression analysis of factors associated with variations in municipal 
expenditure per head, in total and by categories, in 462 cities in the United States in 1951. Among 
the chief factors identified are location, classification as central city of metropolitan area, residential 
suburb, independent city, etc., and median family income. Population size as such does not appear 
to be important, though per head expenditure is affected by certain factors associated with size, 
namely density and the ratio of the city’s population to that of the metropolitan area in which it is 
situated. ] 


Carrncross (A.). The International Bank for Reconstruction and Development. 
Essays in International Finance No. 33. Princeton, New Jersey: International Finance 
Section, Princeton University, 1959. 9”. Pp. 36. 


[Professor Cairncross here provides an interesting critical survey, in some detail, of the work of 
the Bank in its various aspects. He discusses the ways in which it has raised funds and spent them, 
its relation to other sources of international capital, and its advisory functions. His general verdict 
is a very favourable one, and few international institutions have, in his view, been so successful. He 
concedes that there is an element of truth in some of the criticisms that have been made of its policies. 
In particular, the principle of confining loans to the direct foreign-exchange component of specific 
projects is difficult to defend theoretically and could lead to distortion. Professor Cairncross 
believes, however, that it has been operated in a sufficiently flexible way to avoid serious harm. 
The Bank’s unwillingness to finance manufacturing industries in government ownership is also 
admitted to be open to criticism, but it is suggested that the device of giving loans to publicly ow ned 
Development Banks has provided a way of getting round the obstacles that might otherwise have 
prevented sufficient assistance being given to the manufacturing sector. On the more general 
criticism that the Bank’s loans have been quantitatively inadequate in relation to the needs of under- 
developed countries, Professor Cairncross’s conclusion is coloured by his well-known views on the 
role of capital in economic development, which he considers to be overrated by many writers.] 


CartTTer (A. M.). Theory of Wages and Employment. Homewood, Illinois: Irwin, 
1959. 93”. Pp.xii + 192. $5.00. 


[To be reviewed.] 
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CuerincTon (P. W.). Airline Price Policy. A study of domestic airline passenger 
fares. Boston, Mass.: Harvard University Graduate School of Business Administration, 
1958 (London: Bailey & Swinfen, 1959). 8}”. Pp. xx + 471. 60s. 


[This is one of a series of studies into air transport undertaken at the Harvard Business School in 
recent years. It analyses the price policy pursued by domestic airlines and the effects of the control 
exercised by the Civil Aeronautics Board. It is based on a series of case-studies. In broad terms 
the author thinks that price policies have been reasonably successful, but he finds reason to believe 
that pricing is an aspect of management that airlines have given less attention to than might be 
desirable.] 


Dewey (D.). Monopoly in Economics and Law. Chicago, Illinois: Rand McNally, 
1959. 94”. Pp. 328. $5.75. 

[This is a general treatise. It surveys in outline the theory of monopoly and describes briefly 
the results of empirical research on monopoly and competition. It then goes on to give rather 
fuller treatment of the law relating to monopoly in the United States. A chapter is also included on 
monopoly policy in Britain since 1890. The author describes his position as that of “‘ a bourgeois 
liberal who esteems Frank Knight as the best of economists and Learned Hand as the best of 
lawyers”’.] 

Divine (T. F.). Interest. An historical and analytical study in economics and 
modern ethics. Milwaukee, Wisconsin: Marquette University Press, 1959. 9’. Pp. 
xvi + 254. $7.00. 

[This is based on a doctoral thesis written by the author at the University of London in 1938. 
Part I is a historical survey of debates on the morality of interest. Part II describes the classical, 
Keynesian and Robertsonian theories of the determination of the rate of interest; and Part III puts 
forward the author’s own conclusions on the morality of interest as a problem of justice. Fr. 
Divine was first President of the Catholic Economic Association and is Editor of its journal The 
Review of Social Economy.] 


Due (J. F.). Government Finance. An economic analysis. Revised edition. 
Homewood, Illinois: Irwin, 1959. 94’. Pp. xxi + 627. $6.75. 


[The first edition of this was reviewed by Dr. A. R. Prest in the Economic JourNAL of March 
1955. The present edition takes account of contributions to the literature that have appeared 
since that time. ] 


DurKHEIM (E.). Socialism and Saint-Simon. Edited by A. W. Goutpner and trans- 
lated by CHARLOTTE SATTLER. Yellow Springs, Ohio: The Antioch Press, 1958. 94”. 
Pp. xxx + 240. $5.00. 

[This is the first English translation of an incomplete work of Durkheim’s. It is a sociological 
analysis of the development of socialism in the eighteenth century and of the doctrines of Sismondi 
and Saint-Simon. It is based on lectures delivered by Durkheim in the 1890s. Durkheim origin- 
ally intended to complete it with a treatment of Marx and German socialists, but was prevented by 
other work from returning to it.] 


Epstein (R. C.). Making Money in Today’s Market. Economica Books. New 
York: Doubleday, 1959. 83”. Pp. vii + 215. $1.75. 


[This is a revised paper-backed edition, under a different title, of a book that first appeared in 
1955 as How to Invest Your Money. It is a sensible elementary guide to the investor who seeks a good 
return on his money without trying to make a fortune. The main emphasis is placed on the 
advisability of diversifying the portfolio and also of diversifying the time of purchase.] 


The European Common Market and Its Meaning to the United States. A statement 
on national policy by the Research and Policy Committee of the Committee for Economic 
Development. New York: Committee for Economic Development, 1959. 11”. Pp. 
152. $2.00. 

[An outline of the plans of the European Economic Community and their likely effects is 
followed by recommendations for action by the United States. These recommendations are of a 
generally liberal character and stress the redirection of business and trade.] 


Fasricant (S.). Basic Facts on Productivity Change. - National Bureau of Economic 
Research Occasional Paper 63. New York: National Bureau of Economic Research, 1959. 
9”. Pp. viii + 49. $1.00. 

[This is a most useful brief compendium of findings on movements of productivity over time, as 
revealed by research conducted by the National Bureau. Some of the findings described are 
familiar, some are new. The average rate of increase of physical output per man hour in the 
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private sector of the U.S. economy since 1889 has been 2-3%. Estimates are also given of the rates 
of growth of output per unit of physical capital: these naturally turn out much lower. Productivity 


has increased distinctly faster after the First World War than it did before. Within the cycle, the | 


main check to productivity increase comes in the first half of the downswing. Rises in productivity 
during the period studied have occurred in almost all industries, and they have tended to be most 
rapid in industries that have increased their total output most rapidly. As between industries, there 
is little systematic relation between rate of growth of hourly earnings and rate of growth of produc. 
tivity. ‘The rate of growth of productivity since 1945 has been high by historical standards, but not 


unprecedentedly so. What has been exceptional has been the rate of capital accumulation, which , 


has been faster than in any preceding period of similar length.] 


The Federal Funds Market. A study by a Federal Reserve System Committee, 
Washington, D.C.: Board of Governors of the Federal Reserve System, 1959. 9”. Pp, 
111. $1.00. 


[The Federal funds market refers to the borrowing or lending of deposit balances in the Federal 
Reserve Banks. Transactions of this description are carried out between commercial banks as a 
means of short-term adjustment of their cash and reserve positions. This study describes the 
growth and structure of the market in Federal funds and analyses the forces governing the rate of 
interest charged.] 


Fern (R.). Economics of Mental Illness. Joint Commission on Mental Illness and 
Health, Monograph No. 2. New York: Basic Books, 1958. 83”. Pp. xx + 164. 
$3.0. 


[This contains statistical estimates of the cost of mental illness in the United States, both in the 
form of direct costs (treatment, etc.) and in the form of indirect costs (foregone earnings of the 
patients). Estimates are given for different classes of illnesses, for patients of different ages and so 
on, as well as for aggregates. The author discusses the significance of his estimates and their 
limitations, and suggests ways in which research might be extended so as to assist in the formulation 
of public policy.] 


Gaenson (W.) (Ed.). Labor and Economic Development. New York: John 
Wiley (London: Chapman & Hall), 1959. 94”. Pp. xii + 304. 54s. 


[This contains essays on the labour movement in five countries, viewed against the general 
economic background of the countries concerned and the conditions of supply and demand in the 
labour market. The countries covered and the contributors are India, by C. A. Myers; Japan, by 
R. A. Scalapino; Egypt, by F. H. Harbison; French West Africa, by E. Berg; and the British West 
Indies, by W. H. Knowles.] 


Garvy (G.). Debits and Clearings Statistics and Their Use. Revised Edition. 
Washington, D.C.: Board of Governors of the Federal Reserve System, 1959. 9’. Pp. 
144. 


[This is a revised edition of a monograph which first appeared in 1952. The author discusses 
the technical issues involved in the interpretation of the statistics and their usefulness for purposes of 
economic analysis. The prompt availability of debits and clearings statistics gives them an advan- 
tage over any other comprehensive measure of economic activity, and, when taken in conjunction 
with data on deposits, they provide a measure of velocity of circulation. The revised edition takes 
account of changes which the Federal Reserve System introduced in the statistics in 1953. The 
discussion of the significance of velocity measures in monetary theory has not been brought up to 
date, and a separate study of this is in preparation.] 


Gotpserc (S.). Introduction to Difference Equations, with illustrative examples from 
Economics, Psychology, and Sociology. New York: John Wiley (London: Chapman 
and Hall), 1958. 9”. Pp. xii + 260. 54s. 


[This book presents a comprehensive and clear account of the elementary theory of difference 
equations. Although explicitly designed for readers with a comparatively narrow mathematical 
background, it will inevitably make heavy demands on them. Considerable effort has been made 
to see that the illustrative examples are up-to-date and of intrinsic interest in their own field. For 
example, there are discussions of the _—_ stochastic processes involved in learning models and in 
models of social mobility. Professor Goldberg has made a very valuable contribution to the series 
of mathematical texts for workers in the Social Sciences.] 


Harris (C. Lowett). The American Economy. Principles, practices and policies. 
Third Edition. Homewood, Illinois: Irwin, 1959. 9}. Pp. xv + 883. $7.00. 


[This massive volume is a general text-book covering theory as well as a descriptive account of 
the American economy. Previous editions nate in 1953 and 1956. The present edition has 
been largely re-written. Its appearance is enlivened by the employment of colour in diagrams, but 
the use to which this is put does not appear to be very imaginative. ] 
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Hitt (S. E.) and Harsison (F.). Manpower and Innovation in American Industry. 
Princeton, New Jersey: Industrial Relations Section, Princeton University, 1959. 84’. 
Pp. vi + 85. $2.00. 


[This is a case-study relating to the extent and causes of the increase in managerial, professional 
and other overhead personnel in fifty leading companies. The increase was found to be general, 
but greatest in the professional class. Experience in the firms studied suggests that the main reason 
for increases in overhead personnel is innovation in products, processes and administrative arrange- 
ments. Broadly speaking, the increase in overhead personnel was greatest in the firms whose in- 
novation was fastest. Bureaucratic expansion and empire-building are not considered by the 
authors to be more than a minor cause, although the policy of decentralisation pursued by a number 
of the companies undoubtedly served to increase overhead personnel. A concluding chapter con- 
siders some implications regarding future man-power needs. ] 


Homes (A. R.). The New York Foreign Exchange Market. New York: Federal 
Reserve Bank of New York, 1959. 9”. Pp. 54. 50c. 


[This is one of a series of publications of the Federal Reserve Bank of New York designed to 
furnish information not easily available elsewhere on monetary institutions and techniques. It is 
mainly a description of the mechanics of dealing, but it includes also some illustrative examples of 
market behaviour drawn from recent experience. One of these relates to the margin between spot 
and forward rates for sterling, and the reasons why it has not behaved in the way that it would have 
done if arbitrage funds had been fully responsive to interest-rate differentials.] 


Kriz (M. A.). World Monetary Affairs Today. Essays in International Finance, 
No. 34. Princeton, New Jersey: International Finance Section, Princeton University, 
1959. 9”. Pp. 32. 


[The first two parts of this essay discuss the main forms that international gold transactions have 
taken since the War and the place held by gold in comparison with other forms of international 
reserves. The author then goes on to consider some domestic implications. He believes that the 
elements of the old gold standard that have persisted into our present international monetary 
arrangements are salutary and provide an institutional framework within which monetary discipline 
is encouraged, without undue rigidity. Although Mr. Kriz is careful to introduce the appropriate 
qualifications where necessary, the reader who was guided by his general tone and approach might 
be inclined to forget that balance-of-payments disequilibrium is not solely a function of the level of 
domestic demand and that the level of domestic demand is not solely a function of the quantity of 
money. | 


LEKACHMAN (R.). A History of Economic Ideas. New York: Harper & Brothers, 
1959. 84”. Pp. xiii + 427. 

[This is a lively outline text-book, describing the ideas of leading economic theorists from Plato 
to the present day. While the more difficult branches of theory are inevitably treated sketchily, a 
clear and vivid picture is given of the distinctive contributions of many thinkers and also of their 
personalities. } 

Letwin (W.). Sir Josiah Child, Merchant Economist. Kress Library of Business and 
Economics, Publication No. 14. Boston, Mass.: Baker Library, Harvard Graduate 
School of Business Administration, 1959. 104”. Pp. vi + 76. $2.00. 

[This is a debunking essay on Child’s claims to be considered a precursor of analytical economics. 
Professor Letwin maintains that the objective use of logical reasoning is wholly absent from Child’s 
work, and that in so far as his views appear to anticipate those of Adam Smith, it was because he 
found it expedient to support free trade in certain particular contexts, not from any general intellec- 
tual conviction. Appended to Professor Letwin’s essay is a photographic reprint of Child’s Brief 
Observations Concerning Trade, and Interest of Money.] 


Li (CHoH-Minc). Economic Development of Communist China. An appraisal of the 
first five years of industrialisation. Berkeley and Los Angeles, California: University of 
a Press (London: Cambridge University Press), 1959. 93”. Pp. xvi + 284. 

[To be reviewed.] 


LicHTENBERG (R. M.). The Role of Middleman Transactions in World Trade. 
National Bureau of Economic Research, Occasional Paper 64. New York: National 
Bureau of Economic Research, 1959. 9”. Pp. xvi + 86. $1.50. 

[Middleman transactions are defined, broadly speaking, to mean transactions in which residents 
of the country of consumption make payment not to the country of production but rather to a third 
country. Estimates are prepared of the magnitude and nature of such trade, in total and for different 
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private sector of the U.S. economy since 1889 has been 2-3%. Estimates are also given of the rates 
of growth of output per unit of physical capital: these naturally turn out much lower. Productivity 
has increased distinctly faster after the First World War than it did before. Within the cycle, the 
main check to productivity increase comes in the first half of the downswing. Rises in productivity 
during the period studied have occurred in almost all industries, and they have tended to be most 
rapid in industries that have increased their total output most rapidly. As between industries, there 
is little systematic relation between rate of growth of hourly earnings and rate of growth of produc- 
tivity. The rate of growth of productivity since 1945 has been high by historical standards, but not 
unprecedentedly so. What has been exceptional has been the rate of capital accumulation, which 
has been faster than in any preceding period of similar length.] 


The Federal Funds Market. A study by a Federal Reserve System Committee, 
Washington, D.C.: Board of Governors of the Federal Reserve System, 1959. 9”. Pp, 
111. $1.00. 


[The Federal funds market refers to the borrowing or lending of deposit balances in the Federal 
Reserve Banks. Transactions of this description are carried out between commercial banks as a 
means of short-term adjustment of their cash and reserve positions. This study describes the 
growth and structure of the market in Federal funds and analyses the forces governing the rate of 
interest charged.] 


Fein (R.). Economics of Mental Illness. Joint Commission on Mental Illness and 
Health, Monograph No. 2. New York: Basic Books, 1958. 83”. Pp. xx + 164. 
$3.0. 


[This contains statistical estimates of the cost of mental illness in the United States, both in the 
form of direct costs (treatment, etc.) and in the form of indirect costs (foregone earnings of the 
patients). Estimates are given for different classes of illnesses, for patients of different ages and so 
on, as well as for aggregates. The author discusses the significance of his estimates and their 
limitations, and suggests ways in which research might be extended so as to assist in the formulation 
of public policy.] 


Ga.enson (W.) (Ed.). Labor and Economic Development. New York: John 
Wiley (London: Chapman & Hall), 1959. 93”. Pp. xii + 304. 54s. 


[This contains essays on the labour movement in five countries, viewed against the general 
economic background of the countries concerned and the conditions of supply and demand in the 
labour market. The countries covered and the contributors are India, by C. A. Myers; Japan, by 
R. A. Scalapino; Egypt, by F. H. Harbison; French West Africa, by E. Berg; and the British West 
Indies, by W. H. Knowles.] 


Garvy (G.). Debits and Clearings Statistics and Their Use. Revised Edition. 
Washington, D.C.: Board of Governors of the Federal Reserve System, 1959. 9”. Pp. 
144. 


[This is a revised edition of a monograph which first appeared in 1952. The author discusses 
the technical issues involved in the interpretation of the statistics and their usefulness for purposes of 
economic analysis. The prompt availability of debits and clearings statistics gives them an advan- 
tage over any other comprehensive measure of economic activity, and, when taken in conjunction 
with data on deposits, they provide a measure of velocity of circulation. The revised edition takes 
account of changes which the Federal Reserve System introduced in the statistics in 1953. The 
discussion of the significance of velocity measures in monetary theory has not been brought up to 
date, and a separate study of this is in preparation.] 


Gotpserc (S.). Introduction to Difference Equations, with illustrative examples from 
Economics, Psychology, and Sociology. New York: John Wiley (London: Chapman 
and Hall), 1958. 9”. Pp. xii + 260. 54s. 


[This book presents a comprehensive and clear account of the elementary theory of difference 
equations. Although explicitly designed for readers with a comparatively narrow mathematical 
background, it will inevitably make heavy demands on them. Considerable effort has been made 
to see that the illustrative examples are up-to-date and of intrinsic interest in their own field. For 
example, there are discussions of the simple stochastic processes involved in learning models and in 
models of social mobility. Professor Goldberg has made a very valuable contribution to the series 
of mathematical texts for workers in the Social Sciences.] 


Harris (C. Lowett). The American Economy. Principles, practices and policies. 
Third Edition. Homewood, Illinois: Irwin, 1959. 93”. Pp. xv + 883. $7.00. 

[This massive volume is a general text-book covering theory as well as a descriptive account of 
the American economy. Previous editions appeared in 1953 and 1956. The present edition has 
been largely re-written. Its appearance is enlivened by the employment of colour in diagrams, but 
the use to which this is put does not appear to be very imaginative.] 
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Hmt (S. E.) and Harsison (F.). Manpower and Innovation in American Industry. 
Princeton, New Jersey: Industrial Relations Section, Princeton University, 1959. 84’. 
Pp. vi + 85. $2.00. 


is is a case-study relating to the extent and causes of the increase in managerial, professional 
and other overhead personnel in fifty leading companies. The increase was found to be general, 
but greatest in the professional class. Experience in the firms studied suggests that the main reason 
for increases in overhead personnel is innovation in products, processes and administrative arrange- 
ments. Broadly speaking, the increase in overhead personnel was greatest in the firms whose in- 
novation was fastest. Bureaucratic expansion and empire-building are not considered by the 
authors to be more than a minor cause, although the policy of decentralisation pursued by a number 
of the companies undoubtedly served to increase overhead personnel. A concluding chapter con- 
siders some implications regarding future man-power needs. ] 


Homes (A. R.). The New York Foreign Exchange Market. New York: Federal 
Reserve Bank of New York, 1959. 9”. Pp. 54. 50c. 


[This is one of a series of publications of the Federal Reserve Bank of New York designed to 
furnish information not easily available elsewhere on monetary institutions and techniques. It is 
mainly a description of the mechanics of dealing, but it includes also some illustrative examples of 
market behaviour drawn from recent experience. One of these relates to the margin between spot 
and forward rates for sterling, and the reasons why it has not behaved in the way that it would have 
done if arbitrage funds had been fully responsive to interest-rate differentials. ] 


Kriz (M. A.). World Monetary Affairs Today. Essays in International Finance, 
No. 34. Princeton, New Jersey: International Finance Section, Princeton University, 
1959. 9”. Pp. 32. 


[The first two parts of this essay discuss the main forms that international gold transactions have 
taken since the War and the place held by gold in comparison with other forms of international 
reserves. The author then goes on to consider some domestic implications. He believes that the 
elements of the old gold standard that have persisted into our present international monetary 
arrangements are salutary and provide an institutional framework within which monetary discipline 
is encouraged, without undue rigidity. Although Mr. Kriz is careful to introduce the appropriate 
qualifications where necessary, the reader who was guided by his general tone and approach might 
be inclined to forget that balance-of-payments disequilibrium is not solely a function of the level of 
domestic demand and that the level of domestic demand is not solely a function of the quantity of 
money. ] 


LEKACHMAN (R.). A History of Economic Ideas. New York: Harper & Brothers, 
1959. 84’. Pp. xiii + 427. 

[This is a lively outline text-book, describing the ideas of leading economic theorists from Plato 
to the present day. While the more difficult branches of theory are inevitably treated sketchily, a 
clear and vivid picture is given of the distinctive contributions of many thinkers and also of their 
personalities. ] 

Letwin (W.). Sir Josiah Child, Merchant Economist. Kress Library of Business and 
Economics, Publication No. 14. Boston, Mass.: Baker Library, Harvard Graduate 
School of Business Administration, 1959. 104”. Pp. vi + 76. $2.00. 

[This is a debunking essay on Child’s claims to be considered a precursor of analytical economics. 
Professor Letwin maintains that the objective use of logical reasoning is wholly absent from Child’s 
work, and that in so far as his views appear to anticipate those of Adam Smith, it was because he 
found it expedient to support free trade in certain particular contexts, not from any general intellec- 
tual conviction. Appended to Professor Letwin’s essay is a photographic reprint of Child’s Brief 
Observations Concerning Trade, and Interest of Money.] 


Li (CHoH-Minc). Economic Development of Communist China. An appraisal of the 
first five years of industrialisation. Berkeley and Los Angeles, California: University of 
+ Press (London: Cambridge University Press), 1959. 94’. Pp. xvi + 284. 

. 6d. 


[To be reviewed.] 


LicuTenBERG (R. M.). The Role of Middleman Transactions in World Trade. 
National Bureau of Economic Research, Occasional Paper 64. New York: National 
Bureau of Economic Research, 1959. 9”. Pp. xvi + 86. $1.50. 

[Middleman transactions are defined, broadly speaking, to mean transactions in which residents 
of the country of consumption make payment not to the country of production but rather to a third 
country. Estimates are prepared of the magnitude and nature of such trade, in total and for different 
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countries, largely on the basis of the trade returns of seven countries which record imports both by 

country of production and by country of purchase. Middleman trade is reckoned to have com. 

— about 13% of world trade in 1952. The relative extent and structure of three partially over. 
pping types of middleman trade are also studied—overseas territorial trade, trade between hard 

and soft currency countries, and entrepot trade. One of the author’s chief concerns is the implica. 

my of middleman trade for the interpretation of trade statistics, and a long chapter is devoted to 
is.] 


Link (R. G.). English Theories of Economic Fluctuations, 1815-1848. New York: 
Columbia University Press (London: Oxford University Press), 1959. 94’. Pp. 226, 
40s. 


[This consists of essays on the theories of economic fluctuations embodied in the works of six 
British economists of the early nineteenth century, Attwood, Malthus, Joplin, James Wilson, Tooke 
and J. S. Mill. The essays are drawn together in brief introductory and concluding chapters, 
The views of each author are clearly and painstakingly set out, with plentiful quotations, and 
critically discussed in a priori terms in the light of modern theoretical concepts. Most of the authors 
concerned did not address themselves explicitly to the task of explaining fluctuations as such, far less 
to producing models of recurrent cycles. This naturally makes their work unsatisfactory by present- 
day standards, but is perhaps scarcely a fair ground of criticism. Some of the criticisms of Tooke, 
in particular, which Dr. Link makes seem rather wide of the mark for this reason. Dr. Link does 
not make clear that the whole object of Tooke’s History of Prices was to combat the quantity theory 
of money and that his emphasis on harvest and factors affecting individual commodity markets was 
not a tiresome failure to see the wood for the trees but a quite deliberate attempt to emphasise the 
role of real forces in price determination and to play down the role of the money supply.] 


Ma tiory (W. H.) (Ed.). Political Handbook of the World, 1959. New York: 
Harper & Brothers for the Council on Foreign Relations (London: Oxford University 
Press), 1959. 10”. Pp. 231. 35s. 


[This handbook provides particulars in summary form of government, political parties, parlia- 
ment and the Press in all countries for which data are available.] 


Mintz (I.). Trade Balances during Business Cycles: U.S. and Britain since 1880. 
National Bureau of Economic Research, Occasional Paper 67. New York: National 
Bureau of Economic Research, 1959. 9”. Pp.x +99. $1.50. 


[To be reviewed.] 


NATIONAL BuREAU OF Economic REsEARCH. The Study of Economic Growth, by S. 
Fasricant. 39th Annual Report. New York: National Bureau of Economic Research 
(261 Madison Avenue, New York 16), 1959. 104”. Pp. 90. 


[The introductory essay by Solomon Fabricant surveys the various aspects of the research 
currently being done at the National Bureau on growth. Apart from a project on the U.S.S.R,, 
this research is mainly concerned with growth in the United States. Aspects studied include long 
swings in growth generally, long swings in growth of population and labour force, trends in wages 
and productivity, and investment in education. Full particulars of these and other current research 
projects are given in the main body of the report.] 


Readings in Industrial Organization and Public Policy, selected by a committee of the 
American Economic Association. Homewood, Illinois: Irwin for the American Economic 
Association, 1958. 94’. Pp. xi + 426. $6.00. 


[This is the eighth volume in the American Economic Association’s series of readings. As the 
editors explain in their introduction, the subject is more diffuse than those covered in most of the 
previous volumes, and a certain lack of unity is unavoidable. Aspects included are industrial 
structure, pricing policy and behaviour, monopoly, competition and public policy regarding them. 
All the articles without a single exception are by American authors.] 


Roserts (B. C.). Unions in America. A British view. Princeton, New Jersey: 
Industrial Relations Section, Princeton University, 1959. 8}”. Pp. x + 136. $2.00. 


[This booklet was written by Mr. Roberts during a recent spell as a Visiting Professor in Prince- 
ton. It is an interpretative essay, not a descriptive survey, but British readers will find it a more 
interesting and intelligible account of current problems in the American labour scene than most 
accounts written by American authors, since it discusses explicitly many features of the scene which 
American authors take for granted but which do not by any means apply in other countries. The 
topics treated include both internal matters of union organisation and the role of unions in wage 
bargaining and industrial relations.] 
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Rosinson (M. A.). The National Debt Ceiling. An experiment in fiscal policy. 
Washington, D.C.: The Brookings Institution (London: Faber), 1959. 9”. Pp. 104. 
Ils. 

[The statutory ceiling on the debt of the Federal Government was established in 1917, and 
although the ceiling has been successively raised, the principle of having a ceiling has not been 
abandoned despite the far-reaching changes in ideas on fiscal policy that have taken place since 
then. In this survey of the case for and against having such a ceiling the author finds that the 
disadvantages of the system as it has worked are overwhelming. Since the ceiling has been periodi- 
cally raised it has not been effective in preventing the long-run increase in the debt, but it acts as a 
tiresome short-run restraint hampering efficient and consistent public-expenditure policy. Mr. 
Robinson suggests that the proper way to prevent the undue growth of the debt lies in more general 
measures of fiscal discipline. ] 


SPENCER (M. H.) and SrecELman (L.). Managerial Economics. Decision making and 
forward planning. Homewood, Illinois: Irwin, 1959. 93”. Pp. xi + 454. $6.75. 

[This is a text-book of a relatively unusual kind. Its purpose is to explain the bearing of 
economics on practical problems of management, and the aspects covered include measurement of 
profit, demand analysis, costs and production management, pricing policy, investment planning and 
finance. The range of economic literature drawn on is extensive, and includes pure theory, applied 
studies and econometrics. Stress is placed throughout on “‘ formulating problems in a conceptually 
quantitative manner capable of numerical solution.”” With such a wide range of subjects to be 
covered, the treatment given to many is inevitably no more than introductory, but the amount of 
material included is substantial, and not all of it is elementary. Good bibliographies are included.] 


Srupenski (P.). The Income of Nations. Theory, measurement and analysis, past 
and present. A study in applied economics and statistics. New York: New York Univer- 
sity Press, 1958. 103”. Pp. xxii + 554. $25.00. 


[To be reviewed.] 


United States Monetary Policy. Addresses and papers of a regional assembly co- 
sponsored by Duke University and The American Assembly of Columbia University, and 
held in March 1959. Durham, North Carolina: Duke University Press, 1959. 9”. 
Pp. vi + 60. 

[This contains addresses on different aspects of monetary policy by Malcolm Bryan, President 
of the Federal Reserve Bank of Atlanta, Warren L. Smith, Professor of Economics at Michigan, and 
Henry C. Wallich, Professor of Economics at Yale. It also contains the final report of the Assembly. 
The participants were drawn from business, government, the Press and the universities.] 


Vittarp (H. H.). Economic Development. New York: Rinehart, 1959. 9”. 
Pp. xiv + 229. $2.50. 

[This is an elementary text-book designed for students with no previous knowledge of economics. 
About half of it is concerned with developed areas, the remaining half being divided with chapters 
on measurement, development under Communism and underdeveloped areas. In the brief space 
available to him the author chooses to give fuller treatment to the things he thinks most important 
rather than attempt a bird’s-eye view of the field. These things are research and technical progress 
in developed countries and population in underdeveloped ones.] 


Weintraus (S.). A General Theory of the Price Level, Output, Income Distribution 
and Economic Growth. Philadelphia, Pennsylvania: Chilton Company, 1959. 8}” 
Pp. xi + 123. $3.50. 


[To be reviewed.] 


Wuetrpton (P. K.) and Kiser (C. V.) (Eds.). Social and Psychological Factors 
Affecting Fertility. New York: Milbank Memorial Fund, 1958. 9”. Pp. 6 x 1087- 
1372. $1.00. 

[The Indianapolis survey of social and psychological factors affecting fertility was initiated in 
1938 and has provided the basis of a large number of studies. The present volume is the concluding 
instalment of these. It deals with such issues as the influence of siblings and friends on fertility, 
children’s desires for siblings, the number of children desired at the time of marriage and soon. A 
concluding essay by the editors summarises the chief findings of the study.] 
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Witurams (E. W.). Freight Transportation in the Soviet Union: A Comparison with 
the United States. National Bureau of Economic Research, Occasional Paper 65. New 
York: National Bureau of Economic Research, 1959. 9”. Pp. ix + 38. 75c. 


his is based on a larger forthcoming study of Soviet transport. Comparative data for freight 
traffic in ton-miles are given for the U.S.A. and the U.S.S.R. Soviet railroad freight traffic 
exceeded that in America for the first time in 1957. However, whereas in the U.S.S.R. rail traffic 
comprised 90% of total freight traffic, the corresponding figure for inter-city freight traffic in the 
U.S.A. was only 41%. A striking feature of the Soviet railroad system is that it carries a volume 
of traffic roughly equal to that in America with only about half the line mileage and equipment. 
This is attributed by the author largely to the existence of a seller’s market for rail transport, in 
which goods are carried at the carrier’s convenience. ] 


Dutch 


Cuxow (G. C.). Demand for Automobiles in the United States. A study in consumer 
durables. Contributions to Economic Analysis, No. XIII. Amsterdam: North-Holland 
Publishing Company, 1957. 84’. Pp. 110. 


[This is an econometric study in which the results of applying existing theories of demand to the 
case of automobiles are compared with the results of applying an alternative theory, of which the 
distinctive feature is the hypothesis that the individual aims to maintain a constant ratio between 
his stock of assets in the form of money and his stock of assets in the form of consumer durables. 
Most of the analysis is concerned with the demand for the total stock of automobiles. A separate 
chapter introduces the further consideration needed to yield a model of automobile purchases.] 


Official 
BritisH 


Mepuicotr (W. N.). The Economic Blockade, Volume II. History of the Second 
World War, United Kingdom Civil Series, Edited by Sir Keith Hancock. London: 
H.M. Stationery Office and Longmans, 1959. 93”. Pp. xiv + 727. 50s. 


[To be reviewed.] 


New ZEALAND 


FirtH (R.). Economics of the New Zealand Maori. Wellington: The Government 
Printer, 1959. 10”. Pp. 519. 50s. 


[This is the second edition of Professor Firth’s Primitive Economics of the New Zealand Maori, which 
originally appeared in 1929. The new edition is for the most part unchanged. Chapter I, how- 
ever, which is a general discussion of the problems of primitive economies has been re-written in the 
light of the substantial literature which has been written on the subject since 1929. The chapter on 
economic aspects of cultural change has been added to so as to take account of the development of 
Maori economic institutions themselves over the last twenty-five years.] 


CEYLONESE 


Newman (P.). Studies in the Import Structure of Ceylon. Colombo: Planning 
Secretariat, 1958. 94’. Pp. 108 


[This contains three parts. Part I presents data on Ceylon’s imports since 1925, classified into 
consumption goods, intermediate goods and investment goods, together with separate data on re- 
exports and government imports so as to permit calculation of private retained imports within each 
of these classes. These data are designed partly as a preparation for the econometric work of Part 
III and partly as raw material that may be useful to other researchers. Part II derives estimates 
of the import function for consumption goods from cross-section budget study data. This is of 
some interest in itself, but a good deal of doubt may be felt about its usefulness as a guide to the 
import function for consumption goods of the country as a whole, which after all is what is mainly 
relevant for policy. A different type of approach to this problem is made in Part III, where some 
rough-and-ready econometric calculations of the determinants of imports are made on the basis of 
time-series data for the years 1948-56. The main explanatory variables used are export receipts, 
subdivided and lagged in various ways, and the level of Ceylon’s external assets.] 
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IRIsH 
Economic Development. Dublin: Stationery Office (copies obtainable from Govern- 
ment Publications Sale Office, G.P.O. Arcade, Dublin), 1958. 93’. Pp. 253. 7s. 6d. 


[This is a general survey of ways in which Ireland’s economic development might be forwarded. 
It was prepared by the Secretary of the Department of Finance. The main part of the report is 
taken up by an industry-to-industry survey. An important feature of the recommendations made 
is that non-productive public investment should be reduced and public expenditure generally cut 
where possible so as to facilitate the expansion of productive investment in the private sector.] 


INTERNATIONAL 


BANK FOR INTERNATIONAL SETTLEMENTS. Twenty-Ninth Annual Report. Basle: 
Bank for International Settlements, 1959. 12”. Pp. 244. 


[This report contains, as usual, a survey of the economic developments of the year, with particular 
reference to events in the sphere of money and credit. A chapter is included on the liquidation of 
the European Payments Union and the transition to the European Monetary Agreement.] 


EuropeAN COAL AND STEEL Communiry. Seventh General Report on the Activities of 
the Community. Luxemburg: High Authority, European Coal and Steel Community, 
1959. 9”. Pp. 410. 


[This year’s report contains, as usual, an informative account of the activities of the High 
Authority during the year and the situation of the coal and steel industries in the Community.] 


ORGANISATION FOR EuROPEAN Economic Co-oPzRATION. Third Report on the Agri- 
cultural Policies in Europe and North America. Paris: O.E.E.C., 1958. 93”. Pp. 469. 
24s. 


[Previous reports in this series described agricultural policies in general in Member and asso- 
ciated countries and the particular problem of price- and income-support policies. The present 
report deals in greater detail with particular problems affecting individual countries. Structural 
problems are discussed in relation to Austria, Ireland, Luxemburg, Portugal and Yugoslavia; 
problems in the cereals sector in relation to Greece, Italy, Spain and Turkey; problems in the dairy 
sector in relation to Canada, Denmark, Norway, Switzerland and the United Kingdom; problems 
in the meat sector with reference to Belgium, Germany and Iceland, and price-support systems with 
reference to France, the Netherlands, Sweden and the United States.] 


ORGANISATION FOR EUROPEAN Economic Co-OPERATION. Policies for Sound Economic 
Growth. 10th annual economic review. Paris: O.E.E.C., 1959. 93”. Pp. 133. 9s. 


[This contains a lucid brief survey of inflationary and deflationary tendencies in member 
countries since 1953, with special reference to the events of 1957 and 1958. Separate chapters are 
devoted to payments problems and policies and to trade and payments with North America and 
with third countries. The conclusions drawn as to the appropriate policies for the future are sensible 
but for the most part along familiar lines. Emphasis is placed on the need for concerted action 
between countries to avoid balance-of-payments difficulties in the process of recovery from 
recession. 


Unrrep Nations. Agricultural Economics Research in Asia and the Far East. Study 
prepared by the ECAFE/FAO Agriculture Division, Economic Commission for Asia and 
the Far East. Bangkok: United Naticns, 1958. 9”. Pp. viii + 100. 5s. 

[Part I, written as a continuous text, is a description of the research work done in agricultural 
economics in universities and other institutions in the region. Part II is a list of research projects 
completed in 1956-57 or in progress.] 


Unrrep Nations. Economic Survey of Asia and the Far East 1958. Bangkok: 
United Nations, 1959. 11”. Pp. viii + 225. 18s. 

[In addition to a survey of developments during 1958, this report contains a general review of 
post-war industrialisation in the region. This brings together much national statistical material in 
conveniently comparable form.] 


Unirep Nations. Economic Survey of Europe in 1958. Prepared by the Research 
and Planning Division, Economic Commission for Europe. Geneva: United Nations, 
1959. 11”. Pp. 216. 18s. 

[As usual, this report contains much valuable and important material and many interesting 


deas on a number of separate topics. The first two chapters deal with recent developments in 
Eastern and Western Europe respectively. The third chapter is related to this and discusses the 
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relation between external balance and economic expansion. The authors recognise that concern 
for external balance has led the governments of a number of West European countries to restrict 
activity below the level that would as such have been desirable, but they believe that the recent 
contractionary tendencies have not been due solely to government policies but have had deeper 
causes as well, in particular the slowing down in the rate of growth of the available labour supply 
and the exhaustion of the special post-war backlog of investment. Comparison of the experience 
of different West European countries yields some surprising conclusions: on the whole high rates of 
growth of output are associated with favourable foreign balances, and favourable foreign balances 
are associated with less-than-average rates of price increase. Possible explanations of this are con- 
sidered. The two concluding chapters of the Survey deal with consumption patterns in Eastern 
and in Western Europe. Here again some of the conclusions are contrary to what might be ex- 
pected. The broad consumption pattern in the advanced countries of Western Europe has been 
relatively stable over a long period and is expected to remain so. Expenditure on food has been 
prevented from falling as a fraction of the total by increased expenditure on processing, packaging, 
etc. The share of expenditures devoted to durables has increased considerably in the last few years, 
but comparison with American experience gives reason to doubt whether this increase will continue.] 


Unrrep Nations. Economic Survey of Latin America 1957. Prepared by the 
secretariat of the Economic Commission for Latin America. New York: United Nations, 
1959. 104”. Pp. xx + 292. 22s. 6d. 


[Part I surveys trends since the War in Latin America’s external relations: its exports and capital 
receipts, and its capacity to import. In every year since the War up till 1956, Latin America’s 
capacity to import grew, largely because of the rise in export prices. In 1957 the rise continued for 
the region as a whole, but it was entirely attributable to the increase in the earnings of Venezuela, 
and the position of the other countries became less favourable. Part II describes developments in 
1957 in more detail, for the region as a whole and for Argentina, Brazil, Colombia, Cuba, Chile and 
Mexico. Part II consists of a single chapter on the balance of payments. Finally, there is a special 
study on trade in agricultural commodities in Latin America.] 


Unirep Nations. Food and Agricultural Price Policies in Asia and the Far East. 
Study prepared by the ECAFE/FAO Agriculture Division, Economic Commission for Asia 
and the Far East. Bangkok: United Nations, 1958. 11”. Pp.x +110. 9s. 


[Most of this report is taken up by country-by-country surveys. The policies pursued are 
described, and their effects are analysed in the light of data available on prices, consumption, pro- 
duction and imports. The main aim of policy in most cases has been the stabilisation of food prices 
for the benefit of non-farm consumers. ] 


UnrTep Nations. The Future Growth of World Population. Population Studies No. 
28. New York: United Nations, 1958. 11”. Pp. 75. 5s. 6d. 


[This contains new projections of world population up to 1980. These projections are materially 
higher than those that had been previously put forward. An important part of the explanation for 
this is the change in the picture of Chinese population prospects that recently available data have 
brought about; but revision of mortality and fertility forecasts more generally also work in the same 
direction. The calculation has been done by assimilating regional populations to one of a limited 
number of model types, and it is believed that the result is appreciably more reliable than previous 
projections have been.] 


Untrep Nations Foop AND AGRICULTURE ORGANISATION. Trade Yearbook, 1958. 
Rome: F.A.O., 1959. 103”. Pp. xvii + 321. 17s. 6d. 


[This is the new name given to the publication which formerly appeared under the title Yearbook 
of Food and Agricultural Statistics, Part 2. It provides statistical data on trade in primary products, 
given in value terms for the main categories of primary product, and in physical units for individual 
products. ] 





